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Operating Highlight 


Safety First 


Ridley was very pleased with the progress made in its comprehensive 
new safety system, “Safety First.” The program was first introduced in 
fiscal 2005 to enhance employees’ safety awareness, safety practices and 
reporting systems. Ridley employees embraced the program enthusiasti- 
cally and made great progress towards the goal of Ridley becoming a 
world-class safety company. In fiscal 2006, Ridley’s employees reduced 
lost time injury frequency rates and total recordable injury rates by 37% 
and 44% respectively, each well ahead of our goals. 


Earnings Growth 


Ridley’s net earnings increased by 23% in fiscal 2006, following 
increases of 32% and 36% respectively in fiscal 2005 and 2004. 
Net earnings were $13.2 million (diluted earnings per share of 
$0.96) compared with net earnings of $10.7 million (diluted 
earnings per share of $0.77) in 2005. 


RFO Performance 


Ridley Feed Operations generated higher sales volumes and, 
combined with expense reductions and lower bad debt provisions, 
produced earnings ahead of expectations. Results in the Canadian 
portion of RFO were particularly strong after overcoming a number 
of significant challenges in recent years. 


Stronger Balance Sheet 


Continuing strong cash flow and disciplined capital spending led to 
further reduction in debt levels in fiscal 2006. EBITA (operating 
income before amortization and asset impairment loss) was $28.5 
million in fiscal 2006 compared with $28.3 million for the previous 
year. Ridley’s balance sheet continues to improve as net debt to equity 
was reduced to 17% at June 30, 2006 compared with 34% a year earlier. 


Acquisition of McCauley Bros. 


In August 2005, Ridley acquired the remaining 49% share in 
McCauley Bros., Inc., a manufacturer of premium quality feeds and 
nutritional supplements for the equine market. Ridley had originally 
bought a 51% interest in McCauley in fiscal 2002. The acquisition is 
consistent with Ridley’s strategic objective of developing a larger 
presence in the equine market. 
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changes in non-cash working capital. 


PAGE ONE 


DNS KELATIVELY, FAVORABLE LIVESTOCK PRODUCTION 
ENVIRONMENT, RIDLEY INC. RECORDED ANOTHER YEAR OF 
GROWTH IN SALES VOLUMES, WHICH, COMBINED WITH 
IMPROVEMENTS IN PRODUCT MIX AND A DETERMINED FOCUS 
ON MANAGING CONTROLLABLE COSTS, YIELDED A VERY 


CREDIBLE IMPROVEMENT IN EARNINGS FOR FISCAL 2006. 


J2det KONE) STEAM E ©) 


Economic conditions for meat, milk and egg production in 
North America were generally positive in fiscal 2006. This 
was consistent with conditions seen throughout most of 
the calendar years 2004 and 2005. Having said that, there 
is a softening trend for market prices as we enter the 
second half of 2006. At the same time, livestock production 
costs increased throughout the year, particularly for energy 
and transportation. 


Swine producers enjoyed strong market prices and good 
profitability in fiscal 2006, helping to improve their financial 
condition. In response to favorable returns, producers 
gradually increased inventories, and with domestic 
demand remaining stable, these conditions led to gradually 
weaker results towards the end of fiscal 2006. Canadian 
swine producers experienced lower profitability, largely as 
a result of higher feed costs and a strengthening of the 
Canadian dollar, reducing their returns for product 
exported to the U.S. 


U.S. dairy producers experienced record milk prices in 
calendar 2004, followed by a moderation in market prices 
through 2005 and then a sharp decline for the first half of 
calendar 2006. The reduction in milk prices is a reflection 
of increasing cow productivity in the U.S. dairy industry. 
In Canada, milk, eggs and poultry are quota-managed and 
therefore producers are not subject to the full extent of 
market price fluctuations. 


Market prices were very good for U.S. cow / calf operators 
in the U.S. throughout calendar years 2004 and 2005, but 
then prices weakened in the first half of 2006. It appears 
that the cattle profitability cycle has passed its peak, and 
expansion of the U.S. cow herd is underway. Canadian 
producers struggled with lower returns as a result of the 
combination of a stronger Canadian dollar and a continuing 
surplus of cows due to the ongoing closure of the U.S. 
border to animals over 30 months of age. 


U.S. broiler producers increased production sharply for 
two years, leading to weaker prices by late 2005 and 
negative margins through most of the first six months of 
2006. Very rapid expansion in the U.S. layer flock created 
an over-supply situation for eggs. Egg prices hit their 
lowest level since 1992 in calendar 2005 and the low prices 
continued through the first half of calendar 2006. As noted 
earlier, eggs and poultry are quota-managed in Canada 
and fluctuations in market prices are small, leading to stable 
market conditions for Canadian producers. 


In this relatively favorable livestock production environment, 
Ridley Inc. recorded another year of growth in sales 
volumes, which, combined with improvements in product 
mix and a determined focus on managing controllable 
costs, yielded a very credible improvement in earnings for 
fiscal 2006. Ridley is reporting net earnings of $13.2 
million (diluted earnings per share of $0.96) compared 
with net earnings of $10.7 million (diluted earnings per 


share of $0.77) in 2005. 


Our improvement in net earnings, the third consecutive 
year of such growth, is a product of Ridley having capitalized 
on the favorable production environment to increase sales, 
a commitment to containment of operating costs, and 
prudent management of business risks. Please turn to the 
President and C.E.O.’s Report, where Steve VanRoekel 
describes more fully the factors contributing to this year’s 
operating results. 


As mentioned in the C.E.O.’s report, the proposed class 
action lawsuits against the Government of Canada and 
Ridley Inc. are still at an early stage. The actions are 
described in note 17 to the audited financial statements on 
page 43 of this Annual Report. 


Ridley believes that these lawsuits are without merit, and 
early dismissal of the lawsuits remains our primary goal. 


To ensure that the Company is not distracted from its day to 
day business and delivers results to shareholders, the lawsuits 
are carefully managed by segregated senior staff, closely 
monitored by the Chief Executive Officer and the Board. 


Moving on to fiscal 2007, the Board expects that Ridley’s 
management team will continue its focus on improving our 
operating performance, by pursuing increased efficiency 
throughout the organization, improving our product offerings 
and customer service, and by continued discipline in 
deployment of invested capital. These are the key elements 
that will drive future growth and enhance Ridley’s ability 
to succeed in a very competitive marketplace. 


On behalf of the Board, I sincerely thank the shareholders 
for their continued support, and I commend our employees 
and the management team for their contributions over the 
course of the past year. It is their continued commitment 
and enthusiasm that will ensure Ridley’s future success. 


Dr. J.S. Keniry 


Chairman 
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- RIDLEY, PRODUCED STRONG RESULTS IN FISCAL 2006, THE 
H IRD ( CONSECUTIVE YEAR OF EARNINGS GROWTH FOR THE 
COMPANY. OUR ANIMAL NUTRITION BUSINESSES, RIDLEY 
FEED ‘OPERATIONS (RFO) AND RIDLEY NUTRITION 
OLUTIONS (RNS), EACH DELIVERED INCREASES IN 
VOLUMES, IMPROVEMENTS IN PRODUCT MIX AND REDUCTIONS 
OC or TI ZOLLABLE OPERATING EXPENSES. THESE ACHIEVEMENTS 
ME DESPITE WEATHER DISRUPTIONS AND HIGHER ENERGY 
costs THAT HAD A NEGATIVE IMPACT ON EARNINGS ACROSS 


THI IE COMPANY. AND ESPECIALLY IN THE BLOCKS PORTION OF RNS. 
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We are reporting a 23% increase in earnings over fiscal 
2005, following increases of 32% and 36% respectively 
in fiscal 2005 and 2004. Ridley’s net earnings were 
$13.2 million (diluted earnings per share of $0.96) 
compared with net earnings of $10.7 million (diluted 
earnings per share of $0.77) 1m 2005. 


Another year of strong cash flows, when coupled with 

disciplined capital spending, led to a further reduction 

of $18.6 million in debt levels in fiscal 2006. We closed 

the year with net debt to equity of 17%, compared with 
34% in 2005. 


The highlight of the year for Ridley was the progress our 
employees made towards our goal of becoming a world- 
class safety company. Through our Safety First initiative, 
we reduced lost time injury frequency rates and total 
recordable injury rates by 37% and 44% respectively, 
each well ahead of our goals. We are quite proud of this 
achievement and thank all of our employees for a fine 
effort, while looking forward to even better results in 


fiscal 2007 and beyond. 


Our blocks business within Ridley Nutrition Solutions 
(RNS), in particular, struggled with weather related 
challenges. While we incurred no direct physical damage 
or personal injury, three of this past season’s hurricanes 
had a disruptive impact on cane molasses production, 
freight costs, and demand in our southern U.S. plants. 
This was compounded by a severe drought in the southwest, 
beet molasses shortages last summer, and of course, much 
higher energy costs throughout our business. Management 
in the blocks business performed well in working 
through these disruptions, and while earnings were 
negatively impacted, still managed to deliver higher 
volumes and reduced controllable expenses that will 
produce better results under normal circumstances. 


Earnings performance for RNS was also affected by the 
start-up costs of the new equine production facility in 
Chambersburg, as revenue growth in the first full year of 
operations was lower than planned. The equine segment 
has solid potential, though, and we expect improvements 
going forward for the equine business unit. 


Our Ridley Feed Ingredients business (RFI) is an operating 
unit within RFO that markets vitamin premixes, feed 
additives, and ingredients throughout North America. 
RFI leveraged its sophisticated manufacturing capabilities 
and strong supplier relationships to generate record sales 
volumes and revenues in fiscal 2006. As with the other 
Ridley businesses however, a combination of higher costs 
for micro-ingredients, freight and energy pulled RFI’s 
earnings down slightly below the previous year. 
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The best performance in the year came from our 
traditional feed business, Ridley Feed Operations, which 
operated in a relatively favorable meat, milk, and egg 
production environment in fiscal 2006. RFO produced a 
combination of volume increases, expense reductions and 
lower bad debt provisions, leading to earnings ahead of 
our expectations. In particular, the Canadian portion of 
RFO overcame a number of significant challenges in 
recent years, and their results were the earnings highlight 
of the year at Ridley Inc. All of our RFO employees are 
to be congratulated for a strong performance in 2006. 


In August 2005, RNS completed a transaction to acquire 
the remaining 49% share in McCauley Bros., Inc. (MBI), 
a manufacturer of premium quality feeds and nutritional 
supplements for the equine market. Ridley had originally 
bought a 51% interest in McCauley in fiscal 2002. We see 
the equine nutrition segment as having good potential 
for sustainable longer term growth, and offering an 
opportunity to broaden Ridley’s species diversity. Acquiring 
the remaining ownership interest in MBI is consistent 
with our strategic objective of developing a larger 
presence in the equine market. 


The legal actions against the Government of Canada and 
Ridley Inc. are still at an early stage. 


Representative plaintiffs seek to certify class actions in 
Alberta, Saskatchewan, Ontario and Quebec to include 
all Canadian cattle farmers who allegedly suffered 
damage as a result of the imposition of international bans 
on the export of Canadian beef and cattle following the 
May 2003 diagnosis of Bovine Spongiform Encephalopathy 
(BSE) in a cow in Alberta. The actions are described in 
note 17 to the audited financial statements on page 43 of 
this Annual Report. 


No decision has been made on the merits of the actions 
in any province, and the actions have not yet been certified 
or authorized to proceed to trial in any province. Ridley 
believes these lawsuits are without merit and the 
Company is strenuously defending the claims. Legal 
costs are being controlled by disciplined planning, and 
careful monitoring. 


Ra GAe Seber VOB 


I) eX GS Ve 


Looking ahead to the new fiscal year, we expect the 
general economic environment for meat, milk, and egg 
production will be less supportive than it was in fiscal 
2006, creating more challenging conditions for our 
customers, and by extension for Ridley. Over the last 
number of years however, we have worked to diversify 
our exposure to the various specie segments, reduce our 
credit portfolio, and place more emphasis on segments 
such as companion animal and equine, which are less 
sensitive to economic cycles. And although we do 
business with some of the largest clients in each of 
the major segments of meat, milk, and egg production, 
no single customer represents more than 1.5% of our 
total gross margins. 


Just as it has for decades, livestock and poultry production 
will continue to consolidate and integrate in North 
America. As producers do so, they move away from 
complete feeds and towards lower inclusion products, 
and their needs for services change. As a result, it is 
imperative that we continue to adapt to their changing 
product needs, and that we are innovative in providing 
the services and technical support that add value. 
Today, the majority of Ridley's volumes are in higher 
value-added products, with a lesser amount in complete 
feeds. We also employ more than fifty people across 
North America with advanced degrees in virtually all 
aspects of animal science. New initiatives, such as 
research to help producers maximize the advantage 
of a growing supply of co-products from ethanol 
production, will be needed. 


While the ongoing shift to lower inclusion, higher value- 
added products such as premixes, blocks, and specialty 
feeds generally improves margins, reduces capital intensity, 
and creates longer-term sustainability, it also places 
additional pressure on us to ensure that our production 
capacity is fully utilized and that our operating costs are 
well managed. Over the course of the last several years, 
we have employed new techniques, made expense cuts, and 
invested in technology that has allowed us to mitigate some 
of the impact of general cost inflation. Just as was the case 
in fiscal 2006 however, we expect that certain costs, such as 
higher energy and health care, will be especially challenging 
to manage. As always, we will look for opportunities to 
rationalize excess production capacity and costs where it 
makes good business sense to do so. 


In congratulating our employees on their safety achievements 
in fiscal 2006, I must also caution that we have not yet 
achieved our goal of becoming a world-class safety 
organization. Additional capital expenditures, training, 
and new policies and procedures will be introduced 
during fiscal 2007. Most importantly, we'll need to find a 
way for this new enthusiasm for safety to become a 
sustainable part of our culture. 


Sax 


I hope you can see a general theme developing in my 
comments. Acknowledge the positive outcome and the 
improvement, but recognize that better results are 
expected of us. While we are gratified by the past year's 
accomplishments, financial and otherwise, we are far 
from satisfied. In that regard, work was begun during 
the latter half of fiscal 2006 on a new five year strategic 
plan for Ridley Inc., in which we plan to introduce a 
number of exciting new initiatives that will not only 
continue the positive trends of the last few years, but 
more importantly, meet higher expectations for results. 


In closing, I want to acknowledge that by next year at 
this time, Ridley Inc. will have celebrated the tenth 
anniversary of its listing on The Toronto Stock 
Exchange, and its thirteenth year in the animal feed and 
nutrition business in North America. Many of Ridley's 
stakeholders, including employees, the board of directors, 
shareholders, vendors, and customers have been a part of 
this organization throughout the entire time. Many more 
have been added as stakeholders since. To all stakeholders, 
I want to offer my thanks for your efforts toward all that 
we have accomplished, your loyalty to our shortcomings, 
and your continued commitment to all that we aim - 
to achieve. 


Le 


S.J. VanRoekel, 
President & C.E.O. 
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Rocky Mountain House, Alberta 
Rimbhey, Alberta 

Lacombe, Alberta 

Linden, Alberta 

Fort Macleod, Alberta 
Lethbridge, Alberta 

Swift Current, Saskatchewan 
Saskatoon, Saskatchewan 
Humboldt, Saskatchewan 
Brandon, Manitoba 
Manitou, Manitoba 

Arborg, Manitoba 
Winnipeg, Manitoba 
Grunthal, Manitoba 
Mitchell, Ontario 

Bismarck, North Dakota 
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Grandin, North Dakota 
Rapid City, South Dakota 
Huron, South Dakota 
Watertown, South Dakota 
Worthington, Minnesota 
Alexandria, Minnesota 
Mankato, Minnesota 
Beloit, Kansas 
Columbus, Nebraska 
Sioux City, lowa 

Storm Lake, Iowa 
Atlantic, Iowa 

Iowa City, lowa 
Bushnell, Illinois 
Appleton, Wisconsin 


Hopkinsville, Kentucky 


33. 
34. 
Sey 
36. 
SE: 
38. 
39. 
40. 
41. 
42. 
43. 
44, 
45. 
46. 
47. 


Castleton, Indiana 


Shipshewana, Indiana 
Botkins, Ohio 

Lancaster, Pennsylvania 
Selma, North Carolina 
Mendota, Illinois 
Versailles, Kentucky 
Chambersburg, Pennsylvania 
Stockton, California 
Whitewood, South Dakota 
Worthington, Minnesota 
Buffalo, Texas 

Fort Worth, Texas 
Syracuse, Indiana 


Montgomery, Alabama 
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Ridley Inc. 
Board of Directors 


Ridley 


2006 


J.S. Keniry, AM, BSc, PhD, FTSE, FRACI, FAICD 
Independent Chairman, Age 63 


Director and Chairman since 1997. Director of Ridley Corporation Limited, Australia, since 1990 
and its Chairman since March 1994. Presently a director of NSW EPA, as well as a number of other 
Australian corporations and statutory bodies. Past-President, Australian Chamber of Commerce 
and Industry; Fellow of the Australian Academy of Technological Sciences and Engineering, Royal 
Australian Chemical Institute and the Australian Institute of Company Directors. 


M.P. Bickford-Smith 


Director, Age 46 


Director since August 2001. Matthew joined Ridley Corporation as Managing Director in 
November 2000. His previous responsibilities included overseeing the Man Group's interests in 
the Australian refined sugar industry, managing risk for the Group's sugar businesses within the 
Asian region and working in soft commodities, particularly in proprietary trading, structured 
financing and marketing. 


J.C. Brown, BsA, MSc, PAg, FAIC 
Non-Executive Director, Age 77 


Director since May 1997. Since 1996, Principal, J.C. Brown Consulting Services. Currently, 
Business Manager, EPB Environmental Services Ltd. Formerly Vice-President, Marketing with 
Feed-Rite Ltd. and earlier was the Director of Market Development with the Canadian Wheat 
Board. Former National Director of the Agricultural Institute of Canada and Past President of 
the Manitoba Institute of Agrologists. Actively involved in western Canada's agri-business 
sector for 50 years. 


R.L.M. Dawson, MA 


Non-Executive Director, Age 71 


Director since May 1997. Principal of Fulcrum Associates, a Winnipeg consulting firm specializing 
in value-added agriculture and sustainable development. Formerly Senior Vice President of 
Cargill Limited. Held senior management positions with Cargill in Europe, South America and 
Canada, including responsibilities for grain marketing, the feed industry, the seed business, and 
corporate affairs. Chairman of the Winnipeg Commodity Exchange, 1978. Served on Canada's 
Agricultural Advisory Committee to the "Uruguay" GATT Round and on the Economic 
Innovation and Technology Council of Manitoba. Chairman of the Post Secondary Education 
Council of Manitoba, 1997-2000. 


L.J. Martin, php 


Non-Executive Director, Age 61 


Director since May 1997. Chief Executive Officer of the George Morris Centre since 1998, formerly 
Director of Research since its inception in 1990. Previously Professor and Chair, Department of 
Agricultural Economics and Business, University of Guelph. Has extensive experience in 
competitiveness and trade issues and has facilitated the strategic visioning, planning, and 


‘development of strategic alliances for many organizations. 
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Management’s 
Discussion and 
Analysis 


The following management discussion and analysis as of 
August 16, 2006, should be read in conjunction with Ridley 
Inc.’s (the “Company”) financial statements and notes to the 
financial statements that appear on pages 25 to 47 of this 
report. Unless otherwise indicated, references to years refer 
to the Company’s fiscal years ending June 30. 


The financial data in the Management’ Discussion and 
Analysis has been prepared in accordance with Canadian 
generally accepted accounting principles (GAAP). All 
amounts are in U.S. dollars unless otherwise specified. 


U.S. Dollar Reporting 


On July 1, 2004, the Company changed its reporting 
currency to the U.S. dollar. The Company decided, for 
financial statement reporting purposes, to effect the change 
to US. dollar reporting retroactive to July 1, 2000. In accordance 
with GAAP, all opening balances of assets, liabilities and 
shareholders’ equity were translated into U.S. dollars using 
the exchange rate in effect on that date. 


For periods subsequent to July 1, 2000, assets and liabilities 
of self-sustaining entities denominated in Canadian dollars 
or U.K. sterling are translated into U.S. dollars at the period-end 
exchange rate. Revenue and expenses are translated at the 
weighted average exchange rate for the period. Unrealized 
gains and losses on the net investment in self-sustaining 
entities are deferred and included in cumulative foreign 
currency translation adjustments in shareholders’ equity. 


Comparative financial information for all periods prior to 
fiscal 2006 has been restated in U.S. dollars. 


Results of Operations 


Overview 


Ridley’s animal nutrition businesses generated steady results 
in fiscal 2006, with solid volumes and earnings growth, 
strong cash flows leading to significant debt reduction, 
continued rigorous expense management and the realization 
of the benefits of the cost reduction program implemented 
last year. There were significant challenges, including 
escalating freight and energy costs, and disruptions caused 
by weather — including three hurricanes — all of which had 
a negative impact on the bottom line. 


Ridley grew its net earnings in fiscal 2006 for the third 
consecutive year, with a 23% increase over fiscal 2005 
following increases of 32% and 36% respectively in fiscal 
2005 and 2004. A real highlight of the year for the 
Management team was the progress made in the Safety 
First initiative, which saw the Company achieving 44% and 
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37% reductions in total recordable rates of safety incidents 
and lost time incident frequency rates respectively. This was 
well ahead of our target for both measures. Ridley’s aim is 
to heighten employees’ awareness of the importance of 
working safely and to modify behavior to produce 
continuous improvement in safety metrics, with the goal 
of ultimately becoming a world-class safety organization. 


Although steadily weaker throughout the year, the 
production economics environment for meat, milk and egg 
production was generally positive in fiscal 2006, continuing a 
pattern that has existed throughout the calendar years 2004 
and 2005. 


Swine producers enjoyed strong market prices and good 
profitability, helping to strengthen their balance sheets. 
Despite the favorable returns, there was little evidence of 
anything but a normal increase in inventories. With domestic 
demand remaining stable, these conditions led to gradually 
weaker returns towards the end of fiscal 2006. Canadian 
swine producers experienced lower returns largely as a 
result of higher feed costs and a strengthening of the 
Canadian dollar, which reduced their returns for product 
exported to the U.S. 


US. dairy producers enjoyed record high milk prices in 
calendar 2004, moderating through 2005 and then declining 
sharply in the first half of calendar 2006. Lower milk prices 
primarily reflect increasing cow productivity. In Canada, 
milk, eggs and poultry are quota-managed and therefore 
producers are not subject to the full extent of market 

price fluctuations. 


Cow / calf operators in the U.S. saw very good prices 
throughout calendar years 2004 and 2005, but prices slipped 
in the first half of 2006. It appears that the peak of the cattle 
profitability cycle has passed, and the U.S. cow herd expansion 
got underway. Canadian producers struggled with higher 
breakevens, a product of the stronger Canadian dollar and a 
continuing surplus of cows due to the ongoing closure of 
the U.S. border to animals over 30 months of age. 


After two years of strong production growth by broiler 
producers, prices weakened in late 2005 and margins were 
negative through most of the first six months of 2006. 
Very rapid expansion in the USS. layer flock created an 
over-supply situation for eggs. Egg prices hit their lowest 
level since 1992 in calendar 2005 and the low prices continued 
through the first half of calendar 2006. As noted earlier, 
eggs and poultry are quota-managed in Canada and fluctuations 
in market prices are small, leading to stable market conditions 
for Canadian producers. 
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The following table summarizes the Company’s operating results and key balance sheet metrics for fiscal 2006 and fiscal 2005. 


Business Segment Financial Results (in US$000) 


Ridley Feed Ridley Nutrition Corporate Total 
Operations Solutions 
2006 2005 2006 2005 2006 2005 2006 2005 
($000) ($000) ($000) ($000) ($000) ($000) ($000) ($000) 
Revenue 417,502 399,960 88,061 78,574 - = 505,563 478,534 
Cost of sales 348,684 333,023 68,400 58,094 - —- 417,084 391,117 
Gross profit 68,818 66,937 19,661 20,480 - - 88,479 87,417 
16.5% 16.7% 22.3% 26.1% - = 17.5% 18.3% 
Operating expenses 
Selling, G&A 43,450 46,417 10,636 10,165 5,687 3,811 59,773 60,393 
Amortization 6,229 6,084 1,880 1,643 305 293 8,414 8,020 
Research & development 646 936 321 255 - = 967 1,191 
Claim settlement (748) (2,484) - - - = (748) (2,484) 
Asset impairment loss - P28 - - - - - 1,218 
49,577 SAA 12,837 12,063 5,992 4,104 68,406 68,338 
Operating income 19,241 14,766 6,824 8,417 (5,992) (4104) 20,073 19,079 
Interest expense 1,998 3,160 
Interest income (767) (800) 
Earnings before income taxes 2 18,842 16,719 
Provision for income taxes 5,628 5,433 
Non-controlling share 
of net earnings - 143 
Net earnings from 
continuing operations 13,214 11,143 
Attributed to discontinued 
operations - (395) 
Net earnings for the year 13,214 10,748 
Total assets 166,253 163,014 59,189 56,443 7,815 4/714 233,257 224,171 
Property, plant and equipment 72,912 72,324 23,226 23,496 11 Dy), 96,149 95,847 
Goodwill 28,141 29,132 21,362 18,279 - = 49,503 47,411 
Other intangibles - ~ 3,941 4,026 - - 3,941 4026 


“Operating income” as described above does not have a standardized meaning prescribed by Canadian GAAP therefore it is unlikely to be comparable to similar 
measures presented by other companies. 
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Income From Operations 


On a consolidated basis, revenue from continuing operations 
for 2006 increased by $27.0 million, or 5.6%, to $505.6 million 
compared with $478.5 million in 2005. 


Cost of sales increased by $26.0 million, to $417.1 million 
compared with $391.1 million in the previous year. Gross 
profit for 2006 of $88.5 million was $1.1 million or 1.1% 
higher than the 2005 total of $87.4 million. As a percentage 
of revenue, gross profit in 2006 was 17.5% compared with 
18.3% in 2005. 


Total operating expenses, including selling, general and 
administrative expenses, amortization, and research and 
development, were $68.4 million for the year, or $0.1 million 
higher than the 2005 total of $68.3 million. Operating expenses 
in 2006 were reduced by a claim settlement received from a 
U.S. supplier in the amount of $0.7 million. Operating 
expenses in 2005 include a write-down of $1.2 million for a 
plant in St. Paul that was closed, and were reduced by claim 
settlement income of $2.5 million. 


Ridley’s operating income of $20.1 million was $1.0 million 
higher than the $19.1 million recorded in 2005. Interest 
expense net of interest income was $1.2 million in 2006 
compared with $2.4 million the previous year. 


Net earnings in fiscal 2006 were $13.2 million (diluted 
earnings per share of $0.96), an increase of $2.5 million, or 
22.9%, compared with net earnings of $10.7 million (diluted 
earnings per share of $0.77) in 2005. 


The following discussion of division results provides a more 
detailed analysis of these changes. 


Ridley Feed Operations 

The Ridley Feed Operations (RFO) segment consists of 
full-line production facilities operating in the United States 
and Canada, producing and marketing products for the core 
animal nutrition market, and a plant in Mendota, Illinois, that 
produces micro feed ingredients, vitamin and trace mineral 
premixes and feed additives. RFO’s reported results encompass 
13 full-line plants in Canada, 22 full-line plants in the U.S., 
and the Mendota feed ingredients plant. RFO plants derive 
most of their business by manufacturing and marketing a 
broad range of complete feeds, supplements and premixes 
to meat, milk and egg producers, and owners of equine and 
companion animals located mostly in the upper midwestern 
U.S. and prairie provinces of Canada. 
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RFO produced improved results in 2006, with increased 
sales tons and profitability, a more stable ingredient market 
and a disciplined approach to expense management. Revenue 
increased by $17.5 million or 4.4%, from $400.0 million in 
2005 to $417.5 million in 2006. Generally, a comparison of 
revenue on a dollar basis is not necessarily indicative of the 
strength of Ridley’s business because revenue can be influenced 
by fluctuating commodities prices. Increased revenues for 
RFO were the result of an overall increase in feed sales 
volume of 0.8% and higher selling prices per ton, the latter 
reflecting higher input costs. Although weather conditions 
throughout Ridley’s trading area were not favorable for feed 
sales in fiscal 2006, with a mild winter and a warm and dry 
spring, RFO has been aggressive in winning new customers 
and delivering increased sales volumes, helping to offset the 
higher input and operating costs. 


The Canadian plants had been hampered throughout fiscal 
2005 by cross-border issues related to BSE and countervailing 
duties on hogs, affecting the ability of beef and swine 
producers to ship their product to the United States. The 
resolution of those issues and reopening of the U.S. border 
to some live cattle shipments, combined with aggressive 
sales and marketing in the Canadian market, produced an 
increase of 4.6% in sales volumes in fiscal 2006. The rebound 
in Canada, combined with Mendota’s solid growth of 8.6% 
in sales volume, helped to offset a slight decline of 1.6% in 
sales tons by the U.S. plants. 


Cost of sales increased by $15.7 million to $348.7 million 
compared with $333.0 million in 2005. The primary drivers 
for the increase in cost of sales were higher sales volumes, 
higher input costs and improved product mix, particularly 
for feed ingredients, and higher transportation, energy and 
workers’ compensation. 


Gross profit increased by $1.9 million, or 2.8%, to $68.8 million 
in 2006 from $66.9 million in 2005. Gross profit in dollar 
terms increased due to the higher sales volumes, offset by a 
slight decrease in percentage margins. As a percentage of 


revenue, gross profit was 16.5% in 2006 compared with 
16.7% in 2005. 


RFO’s total operating expenses decreased by $3.1 million 
before the asset impairment loss and claim settlement 
income described below. The cost reduction plan that was 
introduced in the first quarter of fiscal 2005 in response to a 
challenging operating environment produced incremental 
savings in fiscal 2006 of approximately $2.0 million. In 
addition, a generally favorable environment for livestock 
production and careful management of credit risk reduced 
bad debt provisions in fiscal 2006 by $1.1 million. 
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The 2005 operating expenses included 
a $1.2 million asset impairment loss 
taken on closure of the St. Paul, 
Alberta, plant. The St. Paul facility 
was closed in the second quarter of 
2005 because it operated in a market- 
place experiencing reduced livestock 
numbers and it was no longer viable. 


RFO operating expenses were reduced 
in both years by receipt of claim settlements 
from U.S. suppliers, $0.8 million in 
fiscal 2006 and $2.5 million in fiscal 
2005. After taking all factors into 
consideration, RFO’s 2005 operating 
expenses were $49.6 million in 2006, 
down $2.6 million from $52.2 million 
in 2005. 


The operating income of Ridley Feed 
Operations increased by $4.5 million to 
$19.2 million in 2006 from $14.8 million 
in 2005. 


Ridley Nutrition Solutions 
The Ridley Nutrition Solutions (RNS) 


segment consists of the low moisture 
block operations, Sweetlix feed supplements 
and the equine nutrition business. The 
low moisture block operations have 
four production facilities and trade as 
Ridley Block Operations (RBO). The 
Sweetlix feed supplements business 
was acquired in late July 2004 and 
operates from three production facilities, 
and the equine business consists of 
McCauley Bros., Inc. in Versailles, 
Kentucky, and an equine production 
facility that opened in May 2005 in 
Chambersburg, Pennsylvania. 


RNS revenues increased by $9.5 million, 
or 12.1%, to $88.1 million in 2005 from 
$78.6 million in 2005. As noted earlier, 
sales on a dollar basis are not an accurate 
measurement of Ridley businesses 

as they are affected by fluctuating 
commodity prices. All of the RNS 
businesses — low moisture blocks, 
Sweetlix supplements and equine 
products — reported increased revenues 
and sales volumes in fiscal 2006. RBO 
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recorded an increase in sales volumes 
of 6.7% over last year, and the equine 
business increased sales volumes by 
18.9%. Sweetlix revenues and volumes 
were up slightly over fiscal 2005 when 
the business reported 11 months of 
operating results after its acquisition 


on July 30, 2004. 


Despite an increase in sales volume of 
5.7% for RNS, this achievement fell 
short of management's expectations for 
the year. Product sales for low moisture 
blocks and Sweetlix feed supplements 
were hampered in fiscal 2006, and to 
some extent in fiscal 2005 as well, by a 
lack of winter snow cover until well 
into the winter season. Sweetlix sales 
and operations were impacted heavily 
by the devastating hurricanes in the 
fall of 2005 (the first quarter of fiscal 
2006), creating severe transportation 
disruptions for a number of months. In 
addition, extremely dry conditions in 
the southern U.S. reduced winter wheat 
pasture for cattle, curtailing Sweetlix 
feed supplement sales opportunities. 


Cost of sales for 2006 increased by 
$10.3 million, or 17.7%, to $68.4 million 
from $58.1 million in 2005. The increase 
in cost of sales is partially due to 
higher sales volumes, but is primarily 
due to sharply higher costs for 
molasses, transportation and utilities. 
Increasing global demand for molasses 
has caused a steep increase in its price. 
The situation was exacerbated by 
hurricanes damaging the sugar cane 
crop in the south-eastern U.S., and by 
excess rainfall affecting the sugar beet 
crop in the Red River Valley. In order 
to assure continued supply for its 
customers, RNS had to temporarily 
shift production volume among its 
plants, incurring higher transportation 
costs for raw materials being shipped 
into the plants and for finished 
product being shipped to customers. 
The production disruptions and 
delays, transportation issues and higher 


costs could not be fully recovered from 
customers, and there was some loss of 
margin opportunities resulting from 
the lack of winter wheat pasture, 
causing gross margin percentages to 
drop from 26.1% in fiscal 2005 to 
22.3% in fiscal 2006. 


Total operating expenses increased by 
6.4% to $12.8 million from $12.1 million 
in 2005. The increase is primarily 
attributable to operating costs for the 
new equine center in Pennsylvania, 
which opened in May 2005, and the 
addition of the Sweetlix operations 
early in fiscal 2005. In each case, RNS 
incurred a full year of costs in fiscal 
2006, compared with two months of 
costs for the equine center and 
eleven months of costs for Sweetlix in 


fiscal 2005. 


Operating income for Ridley Nutrition 
Solutions decreased by $1.6 million, 

to $6.8 million from $8.4 million in 
2005. The decrease was primarily due 
to the production disruptions and 
weather-related soft sales volumes in the 
Sweetlix business. 


Corporate Costs 


Corporate costs increased by 

$1.9 million in 2006, to $6.0 million 
from $4.1 million in 2005. Fiscal 2006 
costs reflect higher wages and benefits, 
increased professional fees and a $0.5 
million increase in legal fees associated 
with the BSE class action lawsuits. 


Interest Expense 


Interest expense decreased by 

$1.2 million, or 36.8%, to $2.0 million 
from $3.2 million in 2005. This resulted 
from a reduction in the average level 
of debt in fiscal 2006 compared with 
fiscal 2005. Ridley continues to generate 
strong cash flow from operations, 
allowing a reduction in total short-term 
and long-term debt from $40.4 million 
at the end of fiscal 2005 to $23.3 million 
at the fiscal 2006 year-end. 


Interest Income 


Interest income consists primarily of interest received on loans and accounts receivable from third parties. Interest income 


was stable at $0.8 million in both fiscal 2006 and fiscal 2005. 


Income Taxes 


Income taxes as a percentage of net earnings before income taxes decreased from 32.5% in 2005 to 29.9% in 2006. Income 
tax provisions include favorablé adjustments for recovery of contingencies for tax positions of $0.6 million and release of 
valuation reserves on net operating loss carry-forwards of $0.8 million. The Company expects to fully utilize remaining net 
operating loss carry-forwards; therefore a valuation reserve is no longer required. Partially offsetting these recoveries is a 
charge for $0.6 million related to Canadian taxable foreign exchange gains on U.S. denominated debt. The Company 
recorded a reduction in future tax liability of $0.3 million associated with substantially enacted tax regulations in Canada, 
which reduce the statutory income tax rate to 31% by 2010. 


Discontinued Operations — Cotswold Swine Genetics 

In the first quarter of fiscal 2004, the Company sold key assets of its North American swine genetics business (Cotswold 
Swine Genetics) to a genetics company. Ridley committed to maintain certain swine production on a sub-contract basis for a 
period of one year. The remaining facilities were sold to various swine producers during fiscal 2004. The wind-down was 


completed as scheduled in the first quarter of fiscal 2005. The after-tax losses of the discontinued operations were $0.4 million 
in fiscal 2005. 


Net Earnings for the Year 


Net earnings for the year increased by $2.5 million, from $10.7 million in 2005 to $13.2 million in 2006. Diluted earnings 
per share for fiscal 2006 were $0.96, an increase from $0.77 diluted earnings per share in 2005. 


Outstanding Share Data 

The Company’s authorized share capital consists of an unlimited number of common shares, with no par value. The 
number of shares outstanding at June 30, 2005, was 13,772,300. In fiscal 2006, an additional 52,000 shares were issued on 
exercise of options under the Company’s stock option plan. The number of shares outstanding at June 30, 2006, was 
13,824,300. Exercise price per share is indicated in Canadian dollars. 


The following stock options to purchase common shares were outstanding as of June 30, 2006: 


Exercise Number 
Date granted price Vesting date Expiry date outstanding 
Nov. 06, 2000 $5.38 Nov. 06, 2002 Nov. 06, 2006 98,500 


All options are fully vested and are subject to the terms and conditions set out in the stock options agreement. 


Selected Annual Information 


Fiscal Year 2006 2005 2004 
Revenue ($000) 505,563 478,534 474,643 
Operating income ($000) 20,073 19,079 17,628 
Net earnings from continuing operations ($000) 13,214 11438 9,293 
Net earnings from continuing operations - per share 

Basic $0.96 $0.81 $0.68 

Fully diluted $0.96 $0.80 $0.67 
Net earnings ($000) 13,214 10,748 8,123 
Net earnings — per share 

Basic $0.96 $0.78 $0.59 

Fully-diluted $0.96 $0.77 $0.59 
Total assets ($000) 233,257 224171 212,933 
Total debt ($000) 23,272 40,395 41,341 
Cash dividends declared — per share $0.00 $0.00 $0.00 


The following factors affect the 
comparability of the data in the above 
three-year summary of financial data: 


2006 


Fiscal 2006 was characterized by growth 
in sales volumes and gross margins, 
and by continued rigorous expense 
management, driving a $1.0 million 
improvement in operating income. 
Strong cash flow was used to reduce 
bank debt, lowering interest expense 
by $1.2 million. The improved 
profitability allowed Ridley to utilize 
some of the net operating loss carry- 
forwards generated in previous years 
in the discontinued North American 
swine genetics business, and release 
the valuation reserves related to those 
loss carry-forwards, reducing the tax 
provision in fiscal 2006 to produce an 
after-tax earnings improvement of 
$2.1 million. 
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2005 


Operating income for fiscal 2005 
continued to be impacted by the BSE 
incidents and by mild winter weather 
conditions. Results in fiscal 2005 
included $2.5 million received from a 
supplier in the United States in settlement 
of a claim. This was offset to a large 
degree by $1.5 million in asset 
impairment losses and closing costs 
associated with the St. Paul facility. 
Fiscal 2005 acquisitions contributed 
about $2.0 million to operating income. 
Income tax expense as a percentage of 
pre-tax income of 32.5% in fiscal 2005 
reflects an improvement over previous 
years’ rates. This is attributed to statutory 
rate declines over the past three years 
and favorable adjustments to prior 
year estimates. Net income from 
continuing operations reflects 
improvements in operating income 
while income tax expense remained flat. 


The Cotswold Swine Genetics (CSG) 
business was sold in the first quarter of 
fiscal 2004 (see Discontinued Operations 
on page 15). Ridley committed to 
maintain certain swine production on 
a sub-contract basis for a period of one 
year. The remaining facilities were 
sold to various swine producers during 
fiscal 2004. The wind-down was 
completed as scheduled in the first 
quarter of fiscal 2005. A loss of $0.4 
million on discontinued operations 
reflects additional expenses in the 
U.K., a loss on the sale of the Sioux 
Falls property, and a small gain on 
the final Cotswold Swine Genetics 
wind-down. 


2004 


Fiscal 2004 presented a number of very 
challenging situations. The mild 
winter in the midwestern U.S. and 
carryover inventories in the U.S. from 
the USDA drought assistance program 
that was introduced in fiscal 2003 
reduced both low moisture block sales 
and seasonal beef feed sales in the U.S. 
in fiscal 2004. Beef feed sales were also 
reduced as higher U.S. cattle prices 
pulled forward live cattle sales to 
feedlots by cow/calf operators, reducing 
the number of cattle on pasture. 
Canadian feed sales volumes were 
negatively impacted by the BSE 
incidents, with lower Canadian cattle 
prices resulting from the border 
closure and feed exports to the U.S. 
also being temporarily restricted 
because of concerns over prohibited 
animal protein products. In addition 
to the impact of declining volumes, 
expenses were higher in the areas of 
insurance and bad debts in the U.S. 
and Canada. The U.S. recorded a 
significant charge of $4.7 million 
relating to a loan impairment. 


The process of divesting CSG, the 
Company’s North American swine 
genetics business, proceeded according 
to plan in fiscal 2004 and was substantially 
complete by the end of the year. The 
net losses from the discontinued 
Cotswold operations of $1.2 million 
reduced the Company’s earnings from 
continuing operations of $9.3 million 
to net earnings of $8.1 million for 

the year. 
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Summary of Quarterly Results 


Quarterly Segment Results Fiscal 2006 


Fiscal 
30-June-06 31-Mar-06 31-Dec-05 30-Sep-05 2006 
($000) ($000) ($000) ($000) ($000) 
Revenue 
Ridley Feed Operations 100,066 105,160 111,265 101,011 417,502 
Ridley Nutrition Solutions 15,619 25,934 27,049 19,459 88,061 
Total revenue 115,685 131,094 138,314 120,470 505,563 
Operating income 
Ridley Feed Operations 4,041 3,838 7,390 32 19,241 
Ridley Nutrition Solutions (227) 2,/20 2,996 1,335 6,824 
Corporate (1,298) (1,655) (2,106) (933) (5,992) 
Total operating income 2,516 4,903 8,280 4,374 20,073 
Net earnings from continuing operations 2,084 3,887 4785 2,458 13,214 
Net earnings 2,084 3,887 4,785 2,458 13,214 
Earnings per share from continuing operations 
Basic 0.15 0.29 0.34 0.18 0.96 
Fully diluted 0.15 0.29 0.34 0.18 0.96 
Net earnings per share 
Basic 0.15 0.29 0.34 0.18 0.96 
Fully diluted 0.15 0.29 0.34 0.18 0.96 
Quarterly Segment Results Fiscal 2005 
Fiscal 
30-June-05 31-Mar-05 31-Dec-04 30-Sep-04 2005 
($000) ($000) ($000) ($000) ($000) 
Revenue 
Ridley Feed Operations 93,468 97,993 105,629 102,870 399,960 
Ridley Nutrition Solutions 15,639 23,678 24,286 14,97) 78,574 
Total revenue 109,107 121,671 129,915 117,841 478,534 
Operating income 
Ridley Feed Operations 2,881 7,804 Sz (1,431) 14,766 
Ridley Nutrition Solutions (58) 3,601 3,688 1,186 8,417 
Corporate (1,091) (1,250) (976) (787) (4,104) 
Total operating income (loss) 1,732 10,155 8,224 (1,032) 19,079 
Net earnings (loss) from continuing operations 1,221 5,681 5,328 (1,087) 11,143 
Net earnings (loss) from discontinued operations (190) D2 20 (247) (395) 
Net earnings (loss) 1,031 5,703 5,348 (1,334) 10,748 


Earnings (loss) per share from continuing operations 
Basic 0.09 0.41 0.39 (0.08) 0.81 
Fully diluted 0.08 0.41 0.39 (0.08) 0.80 


Net earnings (loss) per share 
Basic 0.08 0.41 0.39 (0.10) 0.78 
Fully diluted 0.07 0.41 0.39 (0.10) 0.77 


Fourth Quarter Results 


Sales revenues increased 6.0% to $115.7 million compared with $109.1 million in the fourth quarter of fiscal 2005. Generally, 
a comparison of revenue on a dollar basis is not necessarily indicative of the strength of Ridley’s business because revenue 
can be influenced by fluctuating commodities prices. In fiscal 2006, sales volumes were lower by about 1.0% as an early 
spring with very mild weather produced good pasture conditions and reduced demand for beef feed and supplements. 
Higher input costs, leading to higher selling prices per ton, offset the slight reduction in sales volume. 


Gross profit was $19.0 million compared with $18.8 million in the fourth quarter of fiscal 2005. Percentage margins were 
slightly lower compared with the fiscal 2005 results due to the higher input costs, particularly the cost of raw materials and 
of transporting raw materials to the production facilities, and higher manufacturing costs due to higher energy prices. The 
Ridley Nutrition Solutions (RNS) operations in particular have experienced a sharp increase in the cost of feed ingredients, 
especially for molasses, and ongoing higher transportation costs and logistical disruptions resulting from the hurricanes in 
the south-eastern U.S. 


Fiscal 2006 operating expenses were $0.6 million lower than the comparable period for the previous year, at $16.4 million in 
2006, down from $17.1 million in 2005, with most of the reduction, approximately $1.0 million, being attributable to Ridley 
Feed Operations. Ongoing savings from the cost reduction program noted earlier in this report and lower bad debt provisions 
contributed significantly to the reduction. Operating expenses for Ridley Nutrition Solutions were about $0.2 million higher 
after the Chambersburg start-up in May 2005, and the increase in Corporate operating expenses is primarily attributable to 
higher professional and legal fees. 


Operating income for the quarter was $2.5 million compared with $1.7 million in the fourth quarter of fiscal 2005. Bank 
borrowings were lower in the fiscal 2006 fourth quarter, resulting in a $0.2 million reduction in interest expense, from 


$0.6 million to $0.4 million. 


Income tax provisions in the fourth quarter of fiscal 2006 include favorable adjustments for the release of $0.4 million in 
valuation reserves on net operating loss carry-forwards. Net operating loss carry-forwards of $9.5 million remain, with 
expiry dates ranging from 2010 to 2015. 


Earnings from continuing operations were $2.1 million for the fiscal 2006 fourth quarter compared with $1.2 million in 2005. 
The reported fourth quarter fiscal 2005 loss from discontinued operations is related to funding of pension obligations in the U.K. 


The Company’s net income of $2.1 million in the fourth quarter of fiscal 2006 ($0.15 per diluted share) compares with 
net income of $1.0 million ($0.07 per diluted share) in fiscal 2005. 


Liquidity 
Ridley’s consolidated balance sheet at June 30, 2006, together with comparative final 2005 and 2004 figures, is summarized 
as follows: 
Balances as of June 30 

2006 2005 2004 

($000) ($000) ($000) 
Current assets 78,327 70,535 74,627 
Current liabilities 46,899 45,296 50,373 
Working capital 31,428 25,239 24,254 
Property, plant & equipment 96,149 95,847 86,457 
Goodwill & other intangibles 53,444 SLAs 42,991 
Other non-current assets 5,337 6,352 8,858 
Long-lived assets 154,930 153,636 138,306 
Long-term portion of debt 19,856 32,024 27,134 
Future tax liability 26,329 23,624 25,518 
Other long-term liabilities 4,146 4,505 4,332 
Long-term liabilities : 50,331 60,153 56,984 
Equity 136,027 118,722 105,576 
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The debt to equity relationship as of June 30, 2004 through 2006, is summarized below: 


2006 2005 2004 

($000) ($000) ($000) 
Debt defined as bank obligations and capital leases 23,272 40,395 41,341 
Equity 136,027 118,722 105,576 
Debt to equity 17% 34% 39% 


The change in cash balances, including discontinued operations for the twelve months ending June 30 for the following 
fiscal years is summarized below: 


2006 2005 2004 

($000) ($000) ($000) 
Provided from operations before working capital requirements 23,987 21,748 19,747 
Provided from (used for) working capital requirements 6,447 (2,549) 4,750 
Provided from operations 30,434 19,199 24,497 
Net utilized for investing activities (5,271) (23,687) (6,948) 
Net utilized for financing activities (18,381) (3,074) (14,456) 
Effect of exchange rate changes on cash 137 (51) 13 
Increase (decrease) in cash balances 6,919 (7,613) 3,106 


The Company has consistently generated cash from operations over the past three years, allowing for significant debt 
repayments. The debt to equity ratio is currently at 17%, a significant reduction from the 34% at the fiscal 2005 year-end. 
During fiscal 2006, capital expenditures of $6.4 million were a little below normal historical levels, and the Company 
acquired the remaining 49% interest in McCauley Bros., Inc., an equine feeds business in Versailles, Kentucky, paying 

$1.1 million. Reductions in customer loans receivable and proceeds from sale of capital assets in fiscal 2006 reduced the total 
cash utilized for investing activities to $5.3 million. During fiscal 2005, investing activities included capital expenditures of 
$8.8 million and two acquisitions at a cost of $18.2 million, the Sweetlix business and specified operating assets of a feed 
business located in Beloit, Kansas. Funds utilized for investing activities were reduced by proceeds from sale of capital 
assets and reductions in customer loans receivable. The Company generated sufficient cash from operations to reduce bank 
debt by $18.6 million in fiscal 2006, and in fiscal 2005 to repay all of the debt incurred for the Sweetlix acquisition and an 
additional $3.3 million of bank debt. 


The Company’s major borrowing capabilities are covered under a North American loan note subscription agreement with 
a syndicate of five international banks. At June 30, 2006, the borrowing limit under this agreement was $46.0 million. 
Subsequent to June 30, 2006, the North American loan note subscription agreement was extended to July 31, 2009, and 
facility limits increased to $70.0 million. An additional facility limit of $20.0 million is available subject to annual renewals, 
thus the total limit available during fiscal 2007 is $90.0 million. As a result, the Company is positioned to fund acquisitions 
and capital investment through its standard debt facilities. 


Working capital exclusive of all future income tax benefits/liabilities and debt as of June 30, 2004 through 2006, 


is summarized below: 


2006 2005 2004 
($000) ($000) ($000) 
Current assets, excluding future income tax benefits 75,986 68,522 70,012 
Current liabilities, excluding current debt 43,483 36,925 36,166 
Working capital excluding current debt 32,503 31,597 33,846 
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Working capital excluding current debt and future income tax benefits reflects the Company's position in maintaining operating 
activities. The level of working capital to support business activity has remained relatively flat. The increase in working 
capital assets and liabilities in fiscal 2006 is due primarily to an increase in the exchange rate for the Canadian dollar and its 
impact on converting Canadian dollar denominated working capital assets and liabilities to U.S. dollar equivalent. 


Contractual Obligations 


The following table summarizes the Company’s obligations to make future payment on long-term debt, lease obligations 
and other obligations at June 30, 2006, as well as expected timing of the payments. 


Payments Due by Period 


Less than ; After 

Contractual Obligations Total 1Year 1-2 Years 2-3 Years 3 Years 
($000) ($000) ($000) ($000) ($000) 

Debt 23,004 3,242 19,762 = = 
Capital leases 268 174 54 27 13 
Operating leases 5,966 1,849 1,376 1,109 1,632 
Purchase contracts 20,049 20,049 = = - 


Capital Resources 


Capital asset expenditures during the year were $6.4 million, compared with $8.8 million in 2005. During 2006, $0.1 million 
was spent on new business opportunities and $0.6 million for profit improvement projects. The balance of the expenditures 
was to support ongoing operations. New business and profit improvement projects are prioritized based on discounted rate 
of return analysis that exceeds the Company’s targets. 


Ridley expects to spend approximately $8.0 million during fiscal 2007 to support ongoing operations and $7.7 million for 
projects that support the strategic plan and meet return criteria. All capital projects during fiscal 2007 are expected to be 
funded from operating cash flow. 


Risk Management 


The Company’s businesses are subject to a number of risk factors including: commodity prices, interest rate and foreign 
currency volatility, customer credit performance, weather conditions, environmental regulations, animal disease and the 

loss of facilities and inventories from fire and other perils. The Company mitigates these risks through a variety of methods. 
A risk management committee has taken on a higher profile in recent years for this strategically important area of the 
Company. Significant progress has been made in identifying risks, taking corrective actions, and encouraging a more 
proactive approach in the Company’s manufacturing facilities to making risk management a high priority. 


Environment 


Ridley has a comprehensive program to oversee environmental, crisis management and health and safety matters. 
Management has concluded, based on existing information and applicable laws and regulations, that the amounts expended 
or anticipated to be expended by the Company on these matters, other than as specifically provided for, are not likely to be 
material to Ridley’s operations or financial condition. Management is unaware of any instance of non-compliance with 
environmental laws and regulations that is not already being responsibly addressed. 


Grains and Protein Meals 


Commodity grains and protein meals constitute a significant component of the Company’s complete feed production. 
Complete feed is sold through either spot orders, or to a lesser extent, through longer-term, fixed-price sales contracts. In 
order to meet short-term production requirements, the Company maintains inventories of grains and protein meals to meet 
production requirements. 


The grains and protein meals market is such that the Company is subject to a risk of movement in price between the time 
that grains and protein meals are purchased and the time they are sold as part of a feed product. The Company is subject to 
a risk of movement in price between the time that the commodities are sold as part of a feed product through long-term 
supply contracts and the time they are purchased to fulfill the contract. 
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The Company mitigates its exposure to commodity price 
risk to the extent practicable through several methods, 
including inventory management, the use of long-term 
purchase contracts, back-to-back buying and selling, and to 
a lesser extent, hedging on regulated futures and options 
markets. The degree to which the Company remains at risk 
at any time due to an incomplete hedge, however, poses no 
material risk to the Company’s earnings. 


Seasonality and Weather Conditions 


The beef cattle feed segment of the Company’s business is 
seasonal, with a higher percentage of feed sold and earnings 
generated during the second and third fiscal quarters. This 
seasonality is driven largely by weather conditions. If the 
weather is particularly cold during the winter, sales of feed 
for cattle increase as compared with normal seasonal patterns, 
because the cattle are unable to graze under those conditions 
and have high energy requirements. If the weather is 
relatively warm during the winter, sales of feed for cattle 
may decrease as compared with normal seasonal patterns, 
because the cattle are better able to graze under those 
conditions. Other product lines are affected only marginally 
by seasonal conditions. 


The Company manages the risk associated with abnormal 
weather patterns by marketing a diversified product line 
which, besides beef cattle feed, includes feed for other 
livestock (dairy cattle, hogs, poultry, horses, sheep, etc.). 

It also manages this risk by geographically distributing 

its operations and hence, the market for its products. As a 
result, regional variations in weather impact only a portion 
of the Company’s earnings at any one time. 


Interest Rates 

The Company finances a portion of its business through the 
use of long-term variable rate credit facilities, which exposes 
the Company to some risk of loss as a result of interest rate 


movement. 


The Company has implemented a strategy to hedge interest 
rates on a significant portion of the total bank debt outstanding 
at any time. This strategy may utilize several hedging 
instruments, but primarily involves the use of interest rate 
swaps. At June 30, 2006, the Company’s outstanding bank 
debt was fully hedged, using interest rate swaps with 
maturity dates extending for up to one and one-half years. 


Credit 

The Company is subject to potential credit risk in the event 
of non-performance by its customers. This risk is minimized 
by a number of factors. The Company deals with a large 
customer base, consisting of both individuals and corporations, 
with no single customer representing more than 1.5% of the 
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Company’s total gross sales. The Company’s customer base 
is geographically dispersed and comprised of livestock 
producers representing several different livestock species. 
This tends to minimize the risk posed to the Company by 
economic downturns that are either species or regionally based. 


In line with feed industry practice, the Company has entered 
into certain loans and collateral agreements with third parties 
to facilitate growth and strengthen long-term relationships 
with key customers. Loans are established within strict 
Company policy, which typically requires secured collateral 
from the customer and appropriate signed contractual 
documentation, which is reviewed by legal counsel. Generally, 
the acquired security is subordinate to a primary commercial 
lender. The Company’s exposure to these types of loans and 
collateral agreements has been reduced in recent years. 


Insurance 


The Company has significant investments in manufacturing 
and distribution facilities and inventory, and is subject to the 
risk of loss or impairment of earnings as a result of the partial 
or complete destruction of one or more of these facilities. 


The Company manages this risk in several ways. First, the 
Company’s facilities are geographically distributed across 
the continental United States and Canada. The risk of 
multiple facilities being lost as a result of a single peril is, 
therefore, minimized. Second, regular inspections of the 
Company’s facilities are conducted by both management 
and representatives of the Company’s insurance carrier, in 
order to minimize potential safety hazards. Finally, the 
Company maintains insurance coverage sufficient to cover 
any foreseeable material loss. 


Foreign Exchange 


The Company’s Canadian entities are considered to be 
self-sustaining and use the Canadian dollar as their functional 
currency. These entities enter into some purchase contracts 
and sales contracts denominated in U.S. dollars. The 
Company manages the risk associated with holding U.S. 
currency by monitoring its net position and entering into 
forward exchange contracts when warranted for material 
net positions. The Company at times maintains inter-com- 
pany loans between U.S. and Canadian entities. In these sit- 
uations, forward exchange contracts are utilized to hedge 
fluctuations in foreign currency translation rates. 


The Company's U.S. operations are considered to be 
self-sustaining. Furthermore, the U.S. operations have no 
material transactions denominated in currencies other than 
U.S. dollars. Consequently, no hedging tools are employed 
by this operation. 
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Critical Accounting Estimates 


The preparation of financial statements in accordance 

with GAAP requires the Company to make estimates and 
judgments that affect the reported amounts of assets, 
liabilities, revenues and expenses, and disclosure of contingent 
liabilities. Although the Company reviews its estimates on 
an ongoing basis, actual results may differ from these 
estimates as confirming events occur. The following 
components of the financial statements depend most 

heavily on such estimates and judgments, any change to 
which may have a material impact on the Company’s results 
of operations or financial condition. 


Valuation of Goodwill and Long-Lived Assets 


Goodwill is not amortized but is subject to a fair value 
impairment test performed at least annually or more 
frequently if events or circumstances indicate the carrying 
amount exceeds its fair value. Testing for impairment is 
accomplished by determining whether a reporting unit’s fair 
value exceeds its net carrying amount as of the assessment 
date. A reporting unit is a component of a segment in 
which discrete financial information is available and the 
segment management regularly reviews the operating 
results of the component. A discounted cash flow model is 
used to estimate the fair value of a reporting unit. This 
model requires the use of long-term projections and 
assumptions regarding industry specific economic conditions 
that are outside the control of the Company. If the fair 
value is greater than the carrying amount, no impairment is 
necessary. Should the carrying amount exceed fair value an 
impairment loss would be recognized at that time. While 
the Company believes its estimates are reasonable, there can 
be no assurance that future goodwill impairment tests will 
not result in a charge to earnings. 


Long-lived assets are reviewed for impairment when events 
and circumstances indicate that the carrying amount of an 
asset may not be recoverable. Potential impairment is 
indicated by such factors as business and market trends, 
future prospects, current market values, and other economic 
factors. The determination of an impairment loss requires 
significant judgments based on projections of future asset 
performance. Impairment losses are measured as the 
amount by which the carrying amount of the asset exceeds 
its fair value and is recognized as an expense in the period 
of impairment. Long-lived assets to be disposed of are 
reported at the lower of the carrying amount or fair value 
less cost to sell. 
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Income Taxes 


Future income tax assets and liabilities are recognized for 
future consequences attributable to differences between the 
financial statement carrying amounts of existing assets and 
liabilities and their respective tax basis. Future income tax 
assets and liabilities are measured using the substantially 
enacted income tax rates expected to apply when the asset is 
realized or the liability is settled. When necessary, a valuation 
allowance is recorded to reduce future income tax assets to 
an estimated realizable amount that more likely than not 
will be realized. 


The calculation of current and future income taxes requires 
the Company to make estimates and assumptions and to 
exercise a certain amount of judgment concerning the 
carrying values of assets and liabilities. Current and future 
income tax assets and liabilities are also impacted by 
projected operating results, timing of reversals of temporary 
differences and possible audits by regulatory agencies. 
Changes or differences in these estimates may result in 
changes to the current and future income tax assets and 
liabilities on the consolidated balance sheet and a charge or 
benefit to earnings. 


The Company regularly assesses its ability to realize net 
future income tax assets associated with net operating loss 
carry-forwards and has concluded they will more likely than 
not be fully utilized prior to expiry. In making its assessment, 
the Company considered historical and projected future 
earnings. If the Company’s projected future earnings do not 
materialize to the extent required to permit full realizations 
of these net operating loss carry-forwards, then appropriate 
valuation allowances will be made, thus reducing earnings. 


Pension and Other Post-Retirement Benefits 


Accounting for defined benefit pensions and other post- 
retirement benefits requires the use of actuarial assumptions. 
The principal assumptions include the discount rate, 
expected return on plan assets, rate of compensation 
increase and health care cost trends. These assumptions 
depend on underlying factors such as economic conditions, 
government regulations, investment performance, employee 
demographics and mortality rates. These assumptions could 
change in the future and may result in material changes to 
the pension and employee benefit plan expenses. Changes in 
financial market returns and interest rates may result in 
changes to the funding requirements of the Company’s 
defined benefit pension plans. 


Future Changes in Accounting 
Standards and Reporting 


The Company expects no significant changes in 2007 to its 

accounting policies and presentation of financial statements 
for anticipated revisions to pronouncements and guidelines 
as issued by the CICA. 


Disclosure Controls and Procedures 


The Chief Executive Officer and the Chief Financial 
Officer, together with management, after evaluating the 
effectiveness of Ridley’s disclosure controls and procedures 
as of June 30, 2006, have concluded that Ridley’s disclosure 
controls and procedures were adequate and effective to 
ensure that material information relating to Ridley and its 
consolidated subsidiaries would have been known to them. 


Litigation/Contingency 


The actions by proposed representative plaintiffs continue 
against the Government of Canada and Ridley Inc. They 
seek to certify class actions in Alberta, Saskatchewan, 
Ontario and Quebec to include all Canadian cattle farmers 
who allegedly suffered damage as a result of the imposition 
of international bans on the export of Canadian beef and 
cattle following the May 2003 diagnosis of Bovine 
Spongiform Encephalopathy (BSE) in a cow in Alberta. 
The Ontario action seeks a national class to include 
affected cattle farmers residing in the six remaining 
Canadian provinces. 


The proposed representative plaintiffs seek general, special, 
aggravated and punitive damages on behalf of themselves 
and each of the proposed Canadian cattle farmer class 
members. Full particulars of the claims are yet to be provided. 


The actions in Ontario and Quebec are still at an early stage, 
and the actions in Saskatchewan and Alberta are in abeyance. 
There has been no decision made on the merits of the 
actions in any province, and the actions have not yet been 
certified or authorized to proceed to trial in any province. 


The lawsuits have been struck out or discontinued against 
Ridley Inc.’s majority shareholder, Ridley Corporation 
Limited, in all provinces. 


In Ontario, appeals against different aspects of the decision 
refusing to strike out the claims against Ridley Inc. and the 
Government of Canada are expected to be heard in the 
latter part of calendar 2006 or early 2007. In Quebec, the 
authorization hearing to determine if the action should go 
to a merits trial as a class action is expected to be heard in 
October 2006. 
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At this time, the Company cannot determine what impact, 
if any, these lawsuits may have on it, or its future earnings, 
and no accruals have been made in respect of the actions. 
The Company believes that there is little prospect of any of 
its insurers responding favorably, and it will continue to 
fund the cost of the lawsuits from operating cash flow. 


The Company also has been named from time to time as a 
co-defendant in certain product liability legal actions. 
Management believes that these claims are without merit. 
The Company has insurance coverage for these claims and 
the insurance companies have undertaken the defense of 
these claims. The outcome of these actions is not presently 
determinable and, accordingly, no provision for these claims 
has been made in the financial statements. 


Acquisitions 


On August 12, 2005, the Company purchased the remaining 
49% share in McCauley Bros., Inc. (MBI) for an aggregate 
consideration of $1,545,000. Consideration includes an initial 
cash payment of $1,132,000 and deferred payments totaling 
$413,000 payable in annual installments equally over a 
three-year period with accrued interest at 3.70% on the 
balance outstanding. MBI is located in Versailles, Kentucky, 
and manufactures premium quality feeds and nutritional 
supplements for the equine market. This operation forms 
part of the Ridley Nutrition Solutions segment. 


On November 1, 2004, the Company acquired the accounts 
receivable, inventory and specified transportation equipment 
of The Farmway Co-op, Inc.’s (Farmway) feed business 
located in Beloit, Kansas, for $1.0 million. As part of the 
agreement, the Company will lease the facility and 
production equipment for a period of five years with an 
option to renew the lease on a month-to-month basis. 

The total lease obligation over the initial five year period 

is $611,000, payable in equal monthly instalments. 


On July 30, 2004, the Company acquired the assets of the 
livestock feed supplement business of Sweetlix, LLC (Sweetlix) 
for approximately $17.6 million. Sweetlix includes three 
manufacturing facilities located in Montgomery, Alabama; 
Syracuse, Indiana; and Fort Worth, Texas. 
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EARNINGS PER 
DILUTED SHARE 
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Livestock production economics were generally favorable in fiscal 2006 although they 
deteriorated late in the year, and will be expected to be weaker in fiscal 2007. However, ¢ 
Ridley’s animal nutrition businesses are reasonably diversified in all livestock sectors, DEBT TO TOTAL 
CAPITALIZATION 


with no single customer representing more than 1.5% of the Company’s total gross 
sales, and sales are well balanced amongst the various species. 80% ene 

60% 
A challenge facing the Company is the ongoing lawsuits filed against the Government 40% 


of Canada and Ridley Inc. The current status of these actions is described earlier in the 20% 
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“Litigation/Contingency” section of this report. At this time the Company cannot 
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determine what impact, if any, these proposed lawsuits may have on future earnings. Sa 2S 2-8 
Ridley will continue to be vigilant in monitoring its cost structure, will invest in a 
disciplined manner in capital projects that increase plant efficiency and provide a safe 7 CASH FLOW” PER 
working environment, and strengthen its financial position through effective management DIE 
of its invested capital. Assuming normal weather patterns for fiscal 2007, and given 06 CSE 


what is expected to be a less favorable environment for livestock production economics 


in the second half of calendar 2006, the Company is looking for continued stability in ae 
operating results for fiscal 2007. $1.25 
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This report contains “forward-looking” information. The forward-looking information $.50 
includes statements concerning the Company’s outlook for the future, as well as other — SESS 
statements of beliefs, plans and strategies or anticipated events, and similar expressions Sus Soars 
concerning matters that are not historical facts. Forward-looking information and el ere ena 
statements are subject to risks and uncertainties that could cause actual results to differ ; 
materially from those expressed in, contemplated or implied by, such statements. These 
risks and uncertainties include the ability to make effective acquisitions and successfully CA ea 


integrate newly acquired businesses into existing operations, the availability and prices 
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of raw materials and supplies, livestock disease, product pricing, the competitive 
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environment and related market conditions, operating efficiencies, access to capital, the 
cost of compliance with environmental and health standards and other regulatory requirements 
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affecting the Company’s business, adverse results from ongoing litigation and actions of 
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domestic and foreign governments. Other risks are outlined in the Risk Management 
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section above. Unless otherwise required by applicable securities law, the Company 


disclaims any intention or obligation to publicly update or revise this information, 
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cautions readers not to place undue reliance upon forward-looking statements. 
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Management Report 


The accompanying consolidated financial statements of Ridley Inc. and all the information in 
this annual report are the responsibility of management and have been reviewed and approved 
by the Board of Directors. 


The financial statements have been prepared by management in accordance with Canadian 
generally accepted accounting principles and include certain amounts based on management's 
estimates and judgements. The financial information presented throughout the annual report is 
consistent with that contained in the consolidated financial statements. 


To assist management in fulfilling its responsibilities, a system of internal controls has been established 
to provide reasonable assurance that assets are safeguarded and that the financial records are 
accurate and reliable. 


The Board of Directors, through its Audit Committee, is responsible for ensuring that management 
fulfills its responsibilities for financial reporting and is ultimately responsible for reviewing and 
approving the financial statements. The Audit Committee is appointed by the Board, and all of 
its members are independent directors. The Committee meets with management, as well as 
external auditors, on a regular basis throughout the year to review internal accounting controls, 
audit results and other financial reporting issues. In addition, the Audit Committee considers, for 
review by the Board and approval by the shareholders, the engagement or re-appointment of the 
external auditors and reviews the consolidated financial statements with management and the 
external auditors prior to recommending their approval by the Board. 


The consolidated financial statements as of June 30, 2006 and 2005 and the years then ended have 
been audited on behalf of the shareholders by the external auditors, PricewaterhouseCoopers LLP, 
in accordance with Canadian generally accepted auditing standards. PricewaterhouseCoopers 
LLP has full and free access to the Audit Committee. 


S.J. VanRoekel M.S. Mitchell 
President & Chief Executive Officer Chief Financial Officer 


August 16, 2006 “Hy 


Auditors’ Report 


To the Shareholders of Ridley Inc: 


We have audited the consolidated balance sheets of Ridley Inc. as of June 30, 2006 
and 2005 and the consolidated statements of earnings and retained earnings and of 
cash flows for the years then ended. These consolidated financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Company as of June 30, 2006 and 2005 and 
the results of its operations and its cash flows for the years then ended in 
accordance with Canadian generally accepted accounting principles. 


famthenamanele 


PricewaterhouseCoopers LLP 
Chartered Accountants 
Winnipeg, Canada 


August 16, 2006 
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Consolidated Balance Sheets 


(expressed in thousands of U.S. dollars) 


As of June 30 
2006 2005 
($000) ($000) 
Assets 
Current Assets 
Cash and short-term deposits 2,676 1,280 
Accounts receivable 28,237 26,392 
Inventories (Note 5) 40,728 37,286 
Income taxes recoverable 1,176 - 
Prepaids and other current assets 1,118 1,143 
Current portion of loans receivable (Note 7) 2,051 2,421 
Future income tax benefit (Note 18) 2,341 DOns 
78,327 70,535 
Loans receivable, less current portion (Note 7) 1,866 3,269 
Property, plant and equipment (Vote 8) 96,149 95,847 
Other assets 3,471 3,083 
Other intangibles (Note 6) 3,941 4,026 
Goodwill 49,503 47 AN] 
233,257 224,171 
Liabilities 
Current Liabilities 
Outstanding cheques in excess of bank balance - 528 
Short-term debt (Note 9) 3,242 2,298 
Accounts payable and accrued liabilities 35,898 28,924 
Advances from customers 6,645 DB 3S) 
Income taxes payable 940 81 
Current portion of long-term debt (Note 10) 174 6,073 
46,899 45,296 
Long-term debt, less current portion (Note /0) 19,856 32,024 
Future income tax liability (Note /8) 26,329 23,624 
Other accrued liabilities 4,146 4,038 
Non-controlling interest - 467 
97,230 105,449 
Shareholders’ Equity 
Share capital (Note 72) 57,435 57,191 
Cumulative foreign currency translation adjustment (Vote /3) 10,975 7,128 
Retained earnings 67,617 54,403 
136,027 118,722 
233,257 224,171 


The accompanying notes constitute an integral part of the consolidated financial statements. 


Approved by the Board of Directors 


J.S. Keniry, Director R.L.M. Dawson, Director 
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Consolidated Statements of 
Earnings and Retained Earnings 


(expressed in thousands of U.S. dollars, except per share information) 
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Year ended June 30 


2006 2005 
($000) ($000) 
Revenue 505,563 478,534 
Cost of sales 417,084 391,117 
Gross profit 88,479 87,417 
Operating expenses 
Selling, general and administrative 59,773 60,393 
Amortization of property, plant and equipment 7,989 7,581 
Research and development 967 1,191 
Other amortization 425 439 
Claim settlement income (Note 15) (748) (2,484) 
Asset impairment loss (Note 14) - 1,218 
68,406 68,338 
Operating income 20,073 19,079 
Interest expense 1,998 3,160 
Interest income (767) (800) 
Earnings before income taxes 18,842 16,719 
Provision for income taxes (Note /8) 5,628 5,433 
Non-controlling share of net earnings = 143 
Net earnings from continuing operations 13,214 11,143 
Loss from discontinued operations (Note 3) - (395) 
Net earnings 13,214 10,748 
Retained earnings, beginning of period 54,403 43,655 
Retained earnings, end of period 67,617 54,403 
Earnings per share from continuing operations 
- basic 0.96 0.81 
- diluted 0.96 0.80 
Net earnings per share 
- basic 0.96 0.78 
— diluted 0.96 0.77 
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The accompanying notes constitute an integral part of the consolidated financial statements. 
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Consolidated Statements of Cash Flows 


(expressed in thousands of U.S. dollars) : 


Year ended June 30 
2006 2005 
($000) ($000) 
Cash flow from operating activities 
et earnings for the period 13,214 10,748 
Add (deduct) items not affecting cash: 
Amortization of property, plant and equipment 7,989 7,581 
Future income taxes 1,932 43] 
Loss on sale of property, plant and equipment 326 253 
Asset impairment loss - 1,218 
Other amortization 425 439 
Loan impairments - 948 
Other items not affecting cash 101 130 
23,987 21,748 
Net change in non-cash working capital balances related to operations: 
Accounts receivable 61 B51 
Inventories (2,549) 1,077 
Prepaid expenses 71 537 
Accounts payable, accrued liabilities and advances from customers 8,168 (5,953) 
Income taxes payable (recoverable) 696 (1,561) 
Net cash from operating activities 30,434 19,199 
Cash flow from investing activities 
Proceeds on disposal of property, plant and equipment 655 1,740 
Purchase of property, plant and equipment and investments (6,393) (8,773) 
Decrease in loans receivable 1,716 1 53/ 
Business acquisitions (Note 4) (1,132) (18,191) 
Other investing activities (117) - 
Net cash utilized for investing activities (5,271) (23,687) 
Cash flow from financing activities 
Repayment of short- and long-term debt (36,381) (38,745) 
Proceeds from short- and long-term debt 17,756 35,452 
Issuance of share capital 244 219 
Net cash utilized for financing activities (18,381) (3,074) 
Effect of exchange rate changes on cash 137 (51) 
Increase (decrease) in cash and cash equivalents 6,919 (7,613) 
Cash and cash equivalents — beginning of year (4,243) 3,370 
Cash and cash equivalents — end of year 2,676 (4,243) 
Cash and cash equivalents 
Cash and short-term deposits 2,676 1,280 
Outstanding cheques in excess of bank balance - (5,523) 
2,676 (4,243) 


The accompanying notes constitute an integral part of the consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Basis of presentation 

These consolidated financial statements are expressed in U.S. dollars and prepared in accordance with Canadian generally accepted 
accounting principles (GAAP) which require Ridley Inc. (‘the Company”) to make estimates and assumptions that affect reported amounts of 
assets, liabilities, revenues and expenses and disclosures of contingencies. These estimates are based on management's best knowledge of 
current events and actions that the Company may undertake in the future. Actual results may differ as confirming events occur. All amounts 
are in U.S. dollars unless otherwise specified. 


Significant accounting policies 


Basis of consolidation 

These consolidated financial statements include the assets and liabilities and results of operations of the Company and all controlled entities. 
The consolidated financial statements do not include purchases and sales made between plants. These intercompany transactions are 
eliminated when consolidating the financial statements. 


Revenue recognition 

Revenues from the sale of livestock feed, animal health supplies, and farm supplies are recognized upon shipment from the plant or facility; 
the price is fixed or determinable, and collection is reasonably assured. Customer prepayments are recorded as advances and revenue is not 
recognized until the shipment of goods occurs. 


Cash and cash equivalents 
Cash and cash equivalents include unrestricted cash and short-term deposits with maturities up to three months when purchased less 
outstanding cheques in excess of bank balances and outstanding deposits. 


Accounts receivable and allowance for doubtful accounts 

Accounts receivable are recorded at amounts due from customers based on agreed-upon payment terms. The Company makes an allowance 
to reduce the carrying value of accounts receivable identified as uncollectible to their estimated realizable amount. The allowance for doubtful 
accounts is the Company's best estimate of the amount of probable credit losses in its existing accounts receivable. The Company determines 
the allowance for doubtful accounts based on specifically identified accounts. The Company reviews its allowance for doubtful accounts on a 
periodic basis. Account balances are charged off against the allowance after all means of collection have been exhausted and the potential 
for recovery is considered remote. 


Inventories 

Inventories include raw materials and finished goods. Significant portions of inventories consist of commodities. Inventories are recorded at 
the lower of weighted average cost and net realizable value. Net realizable value is based on valuing the ingredient component at current 
commodity prices and deducting costs of realization. 


Impaired loans 
The Company makes an allowance for doubtful loans to reduce the carrying value of loans identified as impaired to their estimated realizable 
amount. Loans are considered impaired if, in management's view, collection is unlikely. Estimated realizable amounts are determined by 
estimating the fair value of security underlying the loans and deducting the cost of realization. 


Property, plant and equipment and amortization 


Property, plant and equipment are recorded at historical cost less accumulated amortization. Amortization is provided on a straight-line basis 
at the following annual rates: 
Buildings 40 years 
achinery and equipment 10-30 years 
Computer equipment 3-5 years 
Furniture and fixtures 7-10 years 
Trucks, trailers and automobiles 5-10 years 
Leasehold improvements Term of the lease 


Amortization is not provided for construction in progress until the assets are ready for use. 


Impairment of long-lived assets ; 

Long-lived assets are reviewed for impairment when events and circumstances indicate that the carrying amount of an asset may not be 
recoverable. The Company's policy is to record an impairment loss when it is determined that the carrying amount of the assets exceeds the 
sum of the expected undiscounted future cash flows resulting from use of the asset and its eventual disposition. Impairment losses are 
measured as the amount by which the carrying amount of the asset exceeds its fair value and is recognized as an expense in the period of 
impairment. Long-lived assets to be disposed of are reported at the lower of the carrying amount or fair value less cost to sell. 


Other assets 
Other assets consist primarily of deferred pension assets, financing costs and investments in non-related corporations accounted at cost. 
Amortization of deferred financing costs is provided on a straight-line basis over the term of the related debt and is included in 
other amortization. 


Other intangibles 
Other intangibles include trademarks, trade names, product certifications and patents. 


Trademarks and trade names are subject to annual impairment tests or when events and circumstances indicate that the carrying amount of 
an asset may not be recoverable by a charge to amortization expense at the time a decline in fair value occurs. An impairment loss is recorded 
when the carrying amount of assets exceeds their fair value. 


Patents and product certifications are amortized on a straight-line basis over fifteen years. The carrying value of these assets is reviewed 
periodically for impairment and will be written down to their fair value by a charge to amortization expense if a decline in carrying value is 
identified. 


Goodwill 

Goodwill represents the excess cost of acquisitions over the fair value of the identifiable net assets acquired at the date of acquisition. Goodwill 
isnot amortized but is subject to a fair value impairment test performed at least annually, or more frequently if events or circumstances indicate 
that goodwill could be impaired. Testing for impairment is accomplished by determining whether a reporting unit's fair value exceeds its net 
carrying amount as of the assessment date. A reporting unit is a component of a segment in which discrete financial information is available 
and the segment management regularly reviews the operating results of the component. A discounted cash flow model is used to estimate 
the fair value of a reporting unit. This model requires the use of long-term projections and assumptions regarding industry specific economic 
conditions that are outside the control of the Company. |fthe fair value is greater than the carrying amount,no impairment is necessary. Should 
the carrying amount exceed fair value an impairment loss would be recognized at that time. 


Accounts payable and accrued liabilities 
Accounts payable and accrued liabilities include trade payables, employee-related obligations, and accrued expenses, all payable in less than 
one year. 


Income taxes 

The Company uses the asset and liability method of accounting for income taxes. Future income tax assets and liabilities are recognized for 
future consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax basis. Future income tax assets and liabilities are measured using the substantially enacted income tax rates expected to apply 
when the asset is realized or the liability is settled. The effect of changes in income tax rates is recognized in the period in which the rate change 
occurs. When necessary, a valuation allowance is recorded to reduce future income tax assets to an estimated realizable amount that more 
likely than not will be realized. 


Foreign currency translations 

Monetary assets and liabilities denominated in currencies other than U.S. dollars are translated at exchange rates at the balance sheet date. 
Revenue and expenses denominated in foreign currencies are translated at rates prevailing at the transaction date. All exchange gains and 
losses are reflected in income during the period in which they occurred. 


The Company's investments in entities with Canadian dollar functional currency are considered to be self-sustaining foreign operations. 
Accordingly, their accounts are translated into U.S. dollars using the current method whereby assets and liabilities are translated at the 
exchange rate prevailing at the balance sheet date, and revenues and expenses are translated on the basis of weighted average exchange 
rates during the period. Exchange gains or losses arising on translation are deferred and included as a component of shareholders’ equity as 
cumulative foreign currency translation adjustment. 
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Derivative instruments 

The Company manages its exposure to changes in interest rates, ingredient prices, and foreign exchange rates through the use of derivative 
instruments. The Company's policy is not to utilize derivative instruments for trading or speculative purposes. Hedge accounting is not applied. 
Accordingly, all derivative financial instruments are recorded at fair value in the consolidated balance sheet with changes in fair value recorded 
in earnings. 


Interest rate swap agreements are used as part of the Company's program to manage the fixed and floating interest rate mix of the Company's 
total debt portfolio and related overall cost of borrowing. The interest rate swap agreements involve the periodic exchange of payments without 
the exchange of the notional principal amount upon which the payments are based. The Company discontinued hedge accounting of interest 
rate swap agreements prospectively as management determined the designation of the derivative instrument as a hedging instrument is no 
longer appropriate. The Company carries the derivative on the balance sheet at its fair value, and changes in fair value are recorded in interest 
expense. 


The Company enters into derivative commodity instruments such as future contracts, put options and similar instruments which are used to 
manage the prices on commodities such as corn, soy meal, grains, molasses and other proteins (“ingredients”) used in the production of animal 
feeds. The derivative activity is limited to the volume of commodities used in manufactured products that are supported by a firm sale price 
commitment. The derivatives associated with ingredients do not meet the definition of derivative financial instruments, and therefore do not 
qualify for hedge accounting. Accordingly, the commodity instruments are recorded at fair value in the consolidated balance sheet with 
changes in fair value recorded in cost of sales. 


n the normal course of business, the Company enters into various contracts to purchase commodities. These contracts qualify as normal 
purchases and are exempt from mark-to-market accounting treatment as the Company expects to use or sell the commodities over a 
reasonable period in its normal course of business. For contracts that qualify as normal purchases, no recognition of the contract's fair value is 
required until settlement of the contract. 


Employee future benefits 

The Company maintains both defined benefit and defined contribution pension plans. The Company accrues its obligations for employee 
pension plans and the related costs, net of plan assets. The cost of pensions is actuarially determined using the projected benefits method 
calculated based on employee service, salary escalation and retirement age, together with the expected return on plan assets. For the purpose 
of calculating the expected return on plan assets, those assets are valued at fair market value. 


The excess of the net actuarial gain (loss) in excess of 10% of the greater of the benefit obligation and the fair value of plan assets is amortized 
over the remaining service period of active employees. The average remaining service period of the active employees covered by the pension 
plans is 12 years. 


Past service costs arising from plan amendments are deferred and amortized on a straight-line basis over the average remaining service period 
of employees active at the date of amendment. 


The Company provides health care benefits for eligible retired employees and their covered dependants until reaching the age of 65 years. 
The Company accrues for these benefits over the period in which employees provide service to the date of their first eligibility for such 
benefits. The amourit of the obligation is based on actuarial valuations. 


Earnings per share 
Basic earnings per share are calculated using the daily weighted average number of shares outstanding during the year. 


The dilutive effect of outstanding stock options on earnings per share is based on the application of the treasury stock method. Under this 
method, the proceeds from the potential exercise of such stock options are assumed to be used to purchase common shares. 


Stock option plan 
The Company has a stock option plan that is described in Note 12. Any consideration paid by employees on exercise of stock options is 


credited to share capital. The Company last issued new stock options on November 6, 2000. 


Disposal of long-lived assets and discontinued operations 

In fiscal 2005, the Company recorded net losses from discontinued operations of $395,000. Discontinued operations consist of residual income 
generated during the wind-down of North American swine genetics operations, expenses associated with divested European swine genetics 
operations, and loss on the sale of land and abandoned feed plant in Sioux Falls, South Dakota. The Sioux Falls property was sold on December 
31,2004 to a development company for total consideration of $1,100,000. 


Deferred receivables and accrued liabilities associated with the divested operations are deemed to be immaterial and are included in accounts 
receivable or accounts payable and accrued liabilities. 


Business acquisitions 

On August 12, 2005, the Company purchased the remaining 49% share in McCauley Bros, Inc. (MBI) for an.aggregate consideration of 
$1,545,000. Consideration includes an initial cash payment of $1,132,000 and deferred payments totaling $413,000 payable in annual 
installments equally over a three-year period with accrued interest at 3.66% on the balance outstanding. MBI is located in Versailles, Kentucky 
and manufactures premium quality feeds and nutritional supplements for the equine market. This operation forms part of the Ridley Nutrition 
Solutions segment. 


On November 1, 2004, the Company acquired the accounts receivable, inventory and specified transportation equipment of The Farmway 
Co-op, Inc's (Farmway) feed business located in Beloit, Kansas for $994,000. As part of the agreement, the Company will lease the facility and 
production equipment for a period of five years with an option to renew the lease on a month-to-month basis. The total lease obligation over 
the initial five-year period is $611,000, payable in equal monthly installments. This operation forms part of the Ridley Feed Operations segment. 


On July 30, 2004, the Company acquired the assets of the livestock feed supplement business of Sweetlix, LLC (Sweetlix) for $17,587,000. 
Sweetlix includes three manufacturing facilities located in Montgomery, Alabama; Syracuse, Indiana; and Fort Worth, Texas. This operation forms 
part of the Ridley Nutrition Solutions segment. 


These acquisitions were accounted for using the purchase method of accounting and accordingly, these consolidated financial statements 
include the results of operations of the acquired businesses from the dates of acquisition. Details of the net assets acquired on the basis of fair 
value and the consideration given were as follows: 


MBI Sweetlix Farmway 
2006 2005 2005 
($000) ($000) ($000) 
Assets 

Accounts receivable - 1,918 283 
Inventories - 2,216 540 
Prepaid and other current assets - 55 - 
Property, plant and equipment - 7,388 129 
Other intangibles (Note 6) - 4,050 42 
Goodwill 1,049 3,386 = 
1,049 19,013 994 
Accounts payable and accrued liabilities - 1,426 - 
Non-controlling interest (496) = = 
Acquisition value 1,545 17,587 994 

Consideration: 
Cash paid 1,132 17,587 994 
Deferred payment 413 - - 
1,545 17,587 994. 


The goodwill associated with the Sweetlix acquisition is fully deductible for income tax purposes. Goodwill acquired in the purchase of MBI is 
not deductible for income tax purposes. 
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Inventories 
2006 2005 
($000) ($000) 
Raw materials 19,932 18,941 
Finished goods 20,796 18,345 
40,728 37,286 


Other intangibles 

2006 2005 
Gross Gross 

carrying Accumulated carrying Accumulated 
amount amortization amount amortization 
($000) ($000) ($000) ($000) 
Trade names and trademarks 2,850 - 2,850 ~ 
Product certifications 1,200 153 1,200 73 
Patents 66 22 66 li 
Total 4,116 175 4116 90 
Net book value 3,941 4,026 


Loans receivable 
In line with feed industry practice, the Company has entered into certain loans and collateral agreements with third parties to facilitate growth 
and strengthen long-term relationships with key customers. The loans generally bear interest at rates between 4.00% and 10.00% with average 
terms of four years. 


Loans are established within strict Company policy, which typically requires secured collateral from the customer and appropriate signed 
contractual documentation, which Is reviewed by legal counsel.Generally, the acquired security is subordinate to a primary commercial lender. 
Current policy generally restricts the granting of loans in excess of $500,000 to any one customer. 


Certain receivables are converted to loans in order to obtain a security position. Any associated receivable allowance transfers accordingly. 


Loans receivable are presented net of allowances for impaired loans. The total loans receivable balance before allowances, as of June 30, 2006, 
is $4,742,000 (2005 — $8,440,000). 


The following schedule provides the activity through the allowance for impaired loans during the year: 


2006 2005 

($000) ($000) 
Balance - beginning of year 2,750 8 398 
Impairment provisions (recoveries) (187) 948 
Receivable allowance transfers 319 S 
Loans written off (2,075) (8,962) 
Transfer from discontinued operations S 2,303 
Foreign currency translation 18 63 
Balance - end of year 825 2,750 
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8. Property, plant and equipment 


Unsecured open lines of credit 


2006 
Accumulated Net book 
Cost amortization value 
($000) ($000) ($000) 
Land 5,785 - 5,785 
Buildings 47,032 11,117 35,915 
Machinery and equipment 85,054 37,666 47,388 
Computer equipment 3,123 2,677 446 
Furniture and fixtures 4,671 3,261 1,410 
Trucks, trailers and automobiles 6,192 4,451 1,741 
Leasehold improvements 1,255 335 920 
Construction in progress 2,544 - 2,544 
155,656 59,507 96,149 

2005 
Accumulated Net book 
Cost amortization value 
($000) ($000) ($000) 
Land SAEs) = 5,/85 
Buildings 42,209 8,191 34,018 
Machinery and equipment Hii 31,374 45,738 
Computer equipment Sy a5i 2,/68 563 
Furniture and fixtures 4192 2,783 1,409 
Trucks, trailers and automobiles 6,295 4582 us 
Leasehold improvements 703 285 418 
Construction in progress 6,203 = 6,203 
145,830 49,983 95,847 

9. Short-term debt ; 

2006 2005 
($000) ($000) 
Unsecured open lines of credit 2,000 2,114 
Secured overdraft line of credit 1,242 - 
Notes payable ~ 184 
Short-term debt 3,242 2,298 


The Company has unsecured open lines of credit authorized up to $4,000,000 (2005 — $4,000,000). The interest rate is based on the bank's 
prime rate. The average interest rate, including applicable margin, was 7.36% during fiscal 2006 (2005 — 5.13%). As of June 30, 2006, $2,000,000 


(2005 — $2,114,000) was outstanding. 


Secured overdraft line of credit 


The Company has a secured overdraft line of credit authorized up to C$5,000,000 (2005 — C$ 5,000,000). The interest rate is based on the bank's 
prime rate plus an applicable margin. The interest rates ranged from 4.25% to 4.75% during fiscal 2006 (2005 — 4.00% to 4.50%). As of June 30, 


2006, C$1,385,000 (2005 — nil) was outstanding. 


Notes payable 


A subsidiary had an unsecured note payable on demand of $184,000 at a 6.00% interest rate as of June 30, 2005. The note was repaid in 


fiscal 2006, 
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10. Long-term debt 


2006 2005 

($000) ($000) 

Term loan - 5,631 
Revolving loan 19,762 31,503 
Other facilities and debt - Si) 
Capital lease obligations 268 386 
20,030 38,097 

Less current portion 174 6,073 
Long-term debt 19,856 32,024 


The Company has a North American loan note subscription agreement with a syndicate of five international banks. The agreement is 
subordinated and bound to the general loan facility held by its affiliate, Ridley Corporation Limited. As of June 30, 2006, the multi-currency 
facility totalled $46.0 million.|nterest rates for Canadian loan notes issued under the facility are based on the Canadian loan note rate. This rate 
is the weighted average of the annual rates quoted by the lenders under the loan note agreement. Interest rates for U.S. loan notes issued 
under the facility are based on the London Inter-bank Offer Rate. A general security agreement over all property is maintained as collateral for 
the facility. 


Subsequent to June 30,2006 the North American loan note subscription agreement was extended to July 31,2009 and facility limits increased 
to $70.0 million.An additional facility limit of $20.0 million is available subject to annual renewals, thus the total limit available during fiscal 2007 
is $90.0 million. 


Term loans 
In fiscal 2006, the Company repaid the balances owing on term loans. 


As of June 30, 2005, the Company had term loans consisting of: 
A facility authorized and outstanding of C$2,000,000. 
A facility authorized and outstanding of US$4,000,000. 


The weighted average effective cost of borrowing, including applicable margin was 3.91% for Canadian dollar loans and 4.35% for U.S. dollar 
loans. The applicable margin included in the effective borrowing rate is 1.20% during fiscal 2006 and 2005. 


Revolving loans 
As of June 30, 2006, revolving loans consist of the following: 


A facility authorized up to C$26,000,000 (2005 — C$26,000,000). At the Company's option, the interest rates on the facility may be fixed for 
varying periods based on the Canadian loan note rate. 


As of June 30, 2006, C$12,000,000 (2005 — C$19,000,000) was outstanding on this facility and the weighted average effective cost of 
borrowing, including the applicable margin, was 5.37% (2005 — 3.86%). The applicable margin included in the effective borrowing rate is 
1.20% during fiscal 2006 and 2005. 


A facility authorized up to $22,726,000 (2005 — $22,726,000). At the Company's option, the interest rates on the facility may be fixed for 
varying periods based on the London Inter-bank Offer Rate. 


As of June 30, 2006, $9,000,000 (2005 — $16,000,000) was outstanding on this facility and the weighted average effective cost of borrowing, 
including the applicable margin, was 6.27% (2005 — 4.55%). The applicable margin included in the effective borrowing rate is 1.20% during 
fiscal 2006 and 2005. 


The revolving loans expire on October 18, 2007. 
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Other facilities and debt consist of: 
A subsidiary had bank debt of $577,000 as of June 30, 2005. The note was repaid in fiscal 2006. 


Capital lease obligations 
Capital lease obligations consist of the present value of payments related to specified leased transportation equipment, payable at various 
dates through fiscal 2010. 


Summary of long-term debt and capital lease obligations 
As of June 30, 2006, the aggregate amount of principal payments estimated in each of the next four fiscal years are as follows: 


($000) 

June 30, 2007 174 
2008 19,817 

2009 Da, 

2010 12 

Total 20,030 


Interest expense incurred on long-term debt in fiscal 2006 is $1,566,000 (2005 — $2,304,000). 


Pensions and post-retirement benefits 

The Company has non-contributory defined benefit pension plans covering substantially all of its U.S. employees. Benefits for salaried 
employees are based on years of service and the employees’ level of compensation during specified periods of employment. The plan 
covering hourly employees generally provides benefits of stated amounts for each year of service. The Company's funding policy is consistent 
with statutory regulations and equals the amount deducted for income tax purposes. Prior service costs are amortized over the average future 
service period of active plan participants. Plan assets include equity and fixed-income securities. 


The Company provides post-retirement health care benefits (other benefits) for U.S. employees. These benefits are supplemental to statutory 
Medicare) provided health care costs. In fiscal 2006, the Company adopted and sponsors a fully-insured Medicare supplement program. The 
ully-insured product replaces the prior self-funded program for post-65 year old retirees and requires the retirees to pay the full cost of the 
insurance. The Company's benefit plan for qualified pre-65 year old retirees did not change. Post-retirement life insurance benefits are provided 
or a limited period of time. The components of these expenses are not shown separately as they are not material. The costs of post-retirement 
health care and life insurance benefits are determined under the per capita claims cost method. Under this method, the Company's obligations 
are fully accrued by the date the employees attain full eligibility for such benefits. The Company's funding policy is to pay covered benefits as 
they are incurred; these plans are unfunded. 


£, 


The Company measures its accrued benefit obligations (both pension and post-retirement health care) and fair value of plan assets for 
accounting purposes as of April 30 of each year. The most recent actuarial valuation of the pension plans for funding purposes was April 30, 
2006, and the next required valuation would be April 30,2007. The Company's funding policy with regard to the non-contributory defined 
benefit pension plans is to contribute to each plan an amount equal to or in excess of the annual Minimum Funding Requirements as 
determined by an Enrolled Actuary and in accordance with Section 412 of the Internal Revenue Code. The Company exceeded this 
requirement for the most recent plan year ending April 30, 2006. 


The change in the financial status of the pension plans and other post-retirement obligations and amounts recognized in the consolidated ~ 
financial statements as of June 30,2006 and 2005 are: 
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Pension Other benefits 
2006 2005 2006 2005 
($000) ($000) ($000) ($000) 
Accrued benefit obligation 
Balance, beginning of year 19,559 15,844 5,027 3,973 
Current service cost 1,238 1,071 477 358 
Interest cost 1,110 1,004 225 203 
Amendments 31 18 (4,087) - 
Actuarial (gain) loss (203) 1,964 813 590 
Benefits paid (444) (342) (98) (97) 
Balance, end of year 21,291 19,559 2,357 5,027 
Plan assets 
Fair value, beginning of year 13,610 11,230 - - 
Actual return on plan assets 1,344 672 - - 
Employer contributions 3,409 2,050 - - 
Benefits paid (444) (342) - = 
Fair value, end of year 17,919 13,610 - 
Funded status -— all plans in deficit (3,372) (5,949) (2,357) (5,027) 
Unamortized net actuarial loss 5,325 SLIT 2,424 738 
Unamortized prior service cost 470 495 (3,828) 8 
Deferred benefit asset (liability) 2,423 323 (3,761) (3,246) 
Amounts recognized in the Consolidated Balance Sheets are as follows: 
Pension Other benefits 
2006 2005 2006 2005 
($000) ($000) ($000) ($000) 
Other assets 2,531 his - = 
Other accrued liabilities (108) (792) (3,761) (3,246) 
Deferred benefit asset (liability) 2,423 323 (3,761) (3,246) 
The Company's pension plan expense is as follows: 
2006 2005 
($000) ($000) 
Annual benefit plan expense: 
Current period service cost 1,238 1,071 
Interest cost 1,110 1,004 
Actual return on plan asset (1,344) (672) 
Plan amendments 31 18 
Actuarial losses (203) 1,964 
Plan benefit cost before adjustments to recognize long-term nature of plan benefit cost 832 3,385 
Adjustments to recognize the long-term nature of plan benefit costs: 
Difference between expected and actual return on plan assets 6 (485) 
Difference between amortization of prior service costs for year and 
actual plan amendment for year 25 37 
Difference between amortization of deferred losses and actual 
actuarial loss on accrued benefit obligation 446 (1,887) 
Plan benefit expense recognized in the period 1,309 1,050 
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The Company's post-retirement plan expense is as follows: 


2006 2005 
ee eee 
Annual benefit plan expense: 

Current period service cost 477 358 
Interest cost 225 203 
Plan amendments (4,087) : = 
Actuarial losses ‘813 590 
Plan benefit cost before adjustments to recognize long-term nature of plan benefit cost (2,572) lS 
Adjustments to recognize the long-term nature of plan benefit costs: 
Difference between amortization of prior service costs for year and 
actual plan amendment for year 3,836 2 
Difference between amortization of deferred losses and actual 
actuarial loss on accrued benefit obligation (651) (561) 
Plan benefit expense recognized in the period 613 592 
The significant actuarial assumptions used are as follows: 
Pension Other benefits 
2006 2005 2006 2005 
Accrued benefit obligations as of June 30: 
Discount rate 6.00% 5./5% 6.00% 5./5% 
Rate of compensation increase 3.00% 3.00% - = 
Benefit costs for the years ended June 30: 
Discount rate 5.75% 6.50% 5.75% 6.50% 
Expected long-term return on assets 9.00% 9.00% - = 
Rate of compensation increase 3.00% 3.00% - ec 
Assumed health care cost trend rates at June 30: 
Initial health care cost trend - - 10.00% 10.00% 
Cost trend declines to - = 4.50% 4.50% 
Year rate reaches ultimate level - - 2017 2016 


As of June 30, 2006, approximately 51.0% (2005 — 51.0%) of all pension plan assets were invested in equity mutual funds and 49.0% 
(2005 — 49.0%) in fixed income mutual funds. The pension plan has no direct investments in the Company or any of its affiliates. 


Assumed health care cost trend rates have a significant effect on the amounts reported for health care plans. A one percentage point change 
in assumed health care cost trend rates would have the following effect on cost components and benefit obligations: 


One percentage point 


($000) 
Increase Decrease 
Medical service cost and interest 153 (119) 
Accumulated benefit obligation 263 (230) 


Defined contribution plans 
The Company also provides defined contribution plans for substantially all U.S. and Canadian employees. The Company's contributions 
amounted to $1,304,000 in 2006 (2005 — $1,267,000). 
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12. Share capital 


2006 2005 
($000) ($000) 
Authorized 
Unlimited number of common shares, no par value 
Issued and outstanding 
13,824,300 common shares (2005 — 13,772,300) 57,435 Sfp iShil 


The number of shares issued increased during fiscal 2006 due to the exercise of stock options. As of June 30, 2006, Ridley Corporation Limited 
held 69.0% (2005 — 69.2%) of Ridley Inc’s common shares. 


The following is a reconciliation of the weighted average basic and diluted shares outstanding as of June 30,2006 and 2005: 


2006 2005 
Shares outstanding - basic 13,787,396 13,759,751 
Incremental shares related to outstanding stock options 39,619 121,641 
Shares outstanding - diluted 13,827,015 13,881,392 


Stock option plan 

Under the terms of the Company's stock option plan, approved by shareholders at the Annual and Special Meeting of Shareholders on 
November 6, 1998, options to purchase common shares of the Company may be granted by the Board of Directors or the Compensation 
Committee of the Board, to directors, officers, employees and service providers of the Company or its affiliates or subsidiaries. The stock option 
plan provides that the aggregate number of common shares, which may be reserved for issuance under the stock option plan, cannot exceed 
10% of the common shares of the Company then outstanding. 


The Company's board of directors approved an amendment to the stock option plan to provide option holders with a cash settlement 
alternative when exercising stock options. Under the amendment, employees exercising options before the close of business on November 
30, 2005 could elect to receive cash from the Company rather than acquiring shares and selling them into the open market. The Company 
recorded a $0.1 million compensation expense based on the cash payment made by the Company to option holders who elected the cash 
settlement alternative. 


The Company introduced a long-term incentive plan in July 2003 with the intent that it would replace the stock option plan. As such, further 
grants of stock options have not and will not be made. 


Weighted average exercise prices and exercise prices per share are indicated in Canadian dollars. 


2006 2005 

Weighted Weighted 

average average 

Number exercise price Number exercise price 

of options $ of options $ 

Stock options outstanding - beginning of year 256,600 5.79 429,100 HDT 
Changes pursuant to: 

Expired (66,100) 6.50 (127,500) 10.65 

Cash settlement alternative (40,000) 6.16 = = 

Exercised (52,000) 5.38 (45,000) 6.16 

Stock options outstanding - end of year 98,500 5.38 256,600 579 
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The following stock options to purchase common shares were outstanding as of June 30, 2006: 


Exercise Number 
Date granted price Vesting date Expiry date outstanding 
Nov. 6, 2000 $5.38 Nov. 6, 2002 Nov. 6, 2006 98,500 


All options are fully vested and are subject to the terms and conditions set out in the stock options agreement. 


Cumulative foreign currency translation adjustment 

The cumulative foreign currency translation adjustment account primarily reflects the net changes in the respective carrying values of the 
Company's investment in self-sustaining Canadian operations due to exchange rate fluctuations since date of acquisition and the translation 
of entities with Canadian dollar functional currency to the U.S. dollar reporting currency. 


2006 2005 
($000) ($000) 
Balance - beginning of year 7,128 4,949 
Effect of exchange rate variation from parent company’s 
functional currency to reporting currency 3,882 DSS 
Effect of exchange rate variation on translation of net assets 
of self-sustaining foreign operations (35) (16) 
Balance - end of year 10,975 UA 28 


Asset impairment 

In fiscal 2005, the Company recorded a $1,218,000 ($780,000 after tax) impairment loss related to a feed plant in northern Alberta. Due to the 
economic condition of the beef industry in western Canada, the Company took action to consolidate its production facilities in this geographic 
area. To that effect, the Company shut down its most remote feed plant and reduced the carrying value of the feed plant's property, plant and 
equipment to fair value. 


Fair value was determined based on the net realizable value that could be obtained for assets, less costs of disposal or sale. The assets are 
reported under the Ridley Feed Operations segment. 


The residual assets of the above-mentioned plant were sold during fiscal 2006 for net proceeds of $283,000. 


Claim settlements 
Claim settlements were received from U.S. suppliers of $748,000 in fiscal 2006 and $2,484,000 in fiscal 2005. 


Financial instruments 


Fair value of financial instruments 

The carrying value of the Company's recognized financial instruments, which include cash and cash equivalents, accounts receivable, income 
taxes recoverable, accounts payable and accrued liabilities and short- and long-term debt, approximate their fair value due to their current 
maturities and on variable interest rate basis. 


The fair value of loans receivable is not determinable as replacement financing is not readily available in the market place. The fair value of 
commodity derivatives generally reflects the estimated amounts that the Company would have to pay, or would receive, upon termination of 
the contracts at the reporting date, thereby taking into account the current unrealized gains or losses of open contracts. 


Credit risk 
The Company, in the normal course of business, is exposed to credit risk from its customers in the event that customers do not remit their 
balances owing, The Company's financial assets that are exposed to credit risk consist primarily of accounts receivable and loans receivable. 


Accounts receivable are primarily short-term receivables from customers that arise in the normal course of business. The Company performs regular 
credit evaluations on all of its customers and the regular review of their credit limits and timely collection or follow-up of customer balances. 


The five largest loan balances net of allowance for doubtful loans, comprise 44% (2005 — 35%) of the total loan portfolio. 
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Interest rate risk 
The Company enters into derivative financial instruments in order to hedge its risk against interest rate fluctuations. The Company has fixed its 
variable rate long-term borrowing obligations with the following outstanding interest rate swap agreements: 


Term of Repricing 

Notional amount Interest rate agreement period 
$10,000,000 440% January 18, 2006 — January 18, 2007 3 months 
C$5,000,000 4.05% January 18, 2006 — January 18, 2007 3 months 
C$10,000,000 4.06% January 18, 2005 — January 18, 2008 3 months 


The unrealized gain on these instruments is $169,000. The amount has been included in income for the period and a corresponding reduction 
in accrued liabilities. 


Commitments and contingencies 

Litigation 

The actions by proposed representative plaintiffs continue against the Government of Canada and Ridley Inc. They seek to certify class actions 
in Alberta, Saskatchewan, Ontario and Quebec to include all Canadian cattle farmers who allegedly suffered damage as a result of the 
imposition of international bans on the export of Canadian beef and cattle following the May 2003 diagnosis of Bovine Spongiform 
Encephalopathy (BSE) in a cow in Alberta. The Ontario action seeks a national class to include affected cattle farmers residing in the six 
remaining Canadian provinces. 


The proposed representative plaintiffs seek general, special, aggravated and punitive damages on behalf of themselves and each of the 
proposed Canadian cattle farmer class members. Full particulars of the claims are yet to be provided. 


The actions in Ontario and Quebec are still at an early stage, and the actions in Saskatchewan and Alberta are in abeyance. There has been no 
decision made on the merits of the actions in any province, and the actions have not yet been certified or authorized to proceed to trial in any 
province. 


The lawsuits have been struck out or discontinued against Ridley Inc's majority shareholder, Ridley Corporation Limited, in all provinces. 


In Ontario, appeals against different aspects of the decision refusing to strike out the claims against Ridley Inc.and the Government of Canada 
are expected to be heard in the latter part of calendar 2006 or early 2007. In Quebec, the authorization hearing to determine if the action 
should go to a merits trial as a class action is expected to be heard in October 2006. 


At this time, the Company cannot determine what impact, if any, these lawsuits may have on it, or its future earnings, and no accruals have 
been made in respect of the actions. The Company believes that there is little prospect of any of its insurers responding favorably, and it will 
continue to fund the cost of the lawsuits from operating cash flow. 


Other legal matters 

The Company has been named as a co-defendant in certain product liability legal actions. Management believes that these claims are without 
merit. The Company has insurance coverage for these claims and the insurance companies have undertaken the defense of these claims. The 
outcome of these actions is not presently determinable and, accordingly, no provision for these claims has been made in these financial 


statements. 


In fiscal 2002, Ridley Inc. sold its European swine breeding business. Subsequent to the sale, the purchaser notified Ridley Inc. of potential 
warranty and indemnification claims. During the third quarter of fiscal 2006, the purchaser initiated legal proceedings. The specifics of their 
claims have not yet been determined. Any ultimate settlement of these claims is not expected to have a material impact on financial results. 
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Lease commitments 
The Company has entered into various leases expiring on different dates until September 30, 2024, which call for lease payments of $5,966,000 
for the rental of buildings and other operating leases. The minimum lease payments are as follows: 


Operating 

leases 

($000) 

June 30, 2007 1,849 
2008 1,376 

2009 1,109 

2010 : 513 

2011 114 
Thereafter 1,005 

Total 5,966 


The Company leases vehicles, buildings, and office equipment. The total rent expense for fiscal 2006 was $2,632,000 (2005 — $1,999,000). 


Guarantees 
The Company has undertaken to guarantee the debts and obligations of a select group of customers or producers with their respective 
lending institutions (bank). The guarantees typically decline in amount according to the customer's repayment schedule. Failure on the part 
of the customer to make payment on a specified loan obligates the Company to make restitution to the bank for the amount guaranteed. 
Generally, the Company obtains a security interest on the customer's farm assets. This security is subordinated to the position held by the 
ustomer’s bank. The following summarizes the Company's outstanding guarantees: 


ja) 


A series of unsecured guarantees of one major U.S. swine producer, totalling $1,700,000, with varying expiration dates up to July 2010. 
The customer is required to purchase animal feed for the livestock maintained in the facilities associated with the guarantees. 


Guarantees of three U.S. customers in aggregate of $68,000, secured by an equal amount of collateral, with varying expiration dates up to 
ovember 2006. As part of the agreements, the customers must purchase their animal feed requirements from the Company. 


Income taxes 


The provision for income taxes reflects an effective tax rate that differs from the combined tax rate for Canadian federal and provincial 
corporate taxes for the following reasons: 


2006 2005 

($000) ($000). 
Earnings before income taxes 18,842 16,719 
Combined statutory tax rate 34.8% 36.0% 
Tax payable based on statutory tax rate 6,557 6,019 
Non-allowable expenses 313 262 
Effect of foreign tax deductions (296) (503) 
Release in valuation allowance (862) (120) 
Foreign exchange gains on U.S. debt 625 = 
Recovery of tax positions (578) ~ 
Tax rate variances of foreign subsidiaries 488 303 
Reduction in income tax rates (293) = 
Adjustment to prior year estimate (326) (528) . 
Provision for income taxes 5,628 5,433 
Current 3,696 5,002 
Future 1,932 43] 


5,628 5,433 
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Income tax provisions in fiscal 2006 include the release of $862,000 in valuation reserves. The valuation reserves are associated with net 
operating loss carry-forwards generated from the discontinued North American swine genetics business. Due to uncertainty as to their 
utilization, a valuation reserve was established. The Company expects to fully utilize available net operating loss carry-forwards. 


The income tax provision includes a charge of $625,000 related to Canadian taxable foreign exchange gains on U.S. denominated debt. 
Offsetting these charges are recoveries of tax position contingencies of $578,000. 


The Company recorded a reduction in future tax liability of $293,000 associated with substantially enacted tax regulations in Canada, which 
reduce the statutory income tax rate to 31% by 2010. 


Future income tax assets and liabilities consist of temporary differences between the accounting and tax basis of assets and liabilities as follows: 


2006 2005 
($000) (000) 
Future income tax assets 
Accounts and loans receivable 425 948 
Other assets 285 422 
Liabilities 1,736 TDi 
Non-capital losses carried forward 3,072 3,964 
5,518 6,846 
Future income tax liabilities 
Property, plant and equipment (17,126) (17,704) 
Goodwill and intangibles (10,763) (9,777) 
Other assets (1,016) = 
Partnership income deferral - (976) 
Deferred currency translation on debt (601) - 
(29,506) (28,457) 
Net future income tax liability (23,988) (21,611) 
Comprised of: 
Current portion — tax benefit 2,341 2,013 
Future portion — tax liability (26,329) (23,624) 
(23,988) (21,611) 


There are $9,481,000 (2005 — $13,380,000) of tax loss carry-forwards arising from the discontinued North American swine genetics business. 
The following reflects the amounts and related expiration period. 


Tax loss Tax benefit 
Year of expiry ($000) ($000) 
2010 3,473 1,125 
2011 4,965 1,609 
2015 1,043 338 


Tax benefit 9,481 3,072 
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19. Statement of cash flow disclosures 


20. 


The following amounts were paid on account of interest and taxes: 


Interest 
Income taxes, net of refund 


Segment information 


2006 
($000) 


2,291 
2,975 


2005 
($000) 


3,058 
6,815 


The Company's operations are conducted in three reportable segments as: Ridley Feed Operations, Ridley Nutrition Solutions, and Corporate. 
The Company reports information about its operating segments based on the way management organizes and reports the segments within 
the organization for making operating decisions and evaluating performance. 


Ridley Feed Operations, which consists of both the U.S. and Canadian dry feed operations, manufactures and distributes livestock feed to 
customers primarily in the prairie region of Canada and the U.S. midwest. The products include a full range of complete feeds and supplements 
and are marketed through a dealership network as well as directly to agricultural producers. 


Ridley Nutrition Solutions, which consists of the low moisture block operations, specialty products, Sweetlix feed supplements and the equine 
nutrition business, manufactures and distributes low moisture blocks, specialty products, feed supplements and premium quality equine feeds. 


Corporate contains no substantial revenue and is comprised of corporate costs and other activities not specific to reportable segments, and 


is shown separately. 


The Company evaluates performance based on operating income. Operating income is defined as earnings before interest expense, interest 


income, and income taxes. 


An analysis of segment information is as follows: 


Ridley Feed _ Ridley Nutrition 
Operations Solutions Corporate Total 
2006 2005 2006 2005 2006 2005 2006 2005 
($000) ($000) ($000) ($000) ($000) ($000) ($000) ($000) 
Revenue 417,502 399,960 88,061 78,574 - — 505,563 478,534 
Cost of sales 348,684 333,023 68,400 58,094 - — 417,084 391,117 
Gross profit 68,818 66,937 19,661 20,480 - — 88,479 87A17 
16.5% 16.7% 22.3% 26.1% - - 17.5% 18.3% 
Operating expenses 
Selling, G&A 43,450 46,417 10,636 10,165 5,687 3,811 59,773 60,393 
Amortization 6,229 6,084 1,880 1,643 305 293 8,414 8,020 
Research & development 646 936 321 DSS - - 967 Tou 
Claim settlement (748) (2,484) - - - - (748) = (2,484) 
Asset impairment loss - 1,218 - - - - - 1,218 
49,577 52,171 12,837 12,063 5,992 4104 68,406 68,338 
Operating income 19,241 14,766 6,824 8417 (5,992) (4,104) 20,073 19,079 
Total assets 166,253 163,014 59,189 56,443 7,815 4714 233,257 224171 
Property, plant and equipment 72,912 72,324 23,226 23,496 11 27 96,149 95,847 
Goodwill 28,141 29,132 21,362 18,279 - — 49,503 47 All 
Other intangibles - - 3,941 4,026 - = 3,941 4,026 


21. 


22. 


Revenues, property, plant and equipment, goodwill and other intangibles by geographic area are as follows: 


Property, plant 


Revenue and equipment Goodwill 

2006 2005 2006 2005 2006 2005 

($000) ($000) ($000) ($000) ($000) ($000) 

United States 375,009 359419 67,023 68,687 37,982 36,930 
Canada 130,554 119115 29,126 27,160 11,521 10,481 
Total 505,563 478,534 96,149 95,847 49,503 47411 


Director and officer indemnification 
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Other 
intangibles 
2006 2005 
($000) ($000) 


3,941 4,026 


3,941 4,026 


The Company indemnifies its directors and officers against any and all claims or losses reasonably incurred in the performance of their services 
to the Company to the extent permitted by law. The Company has acquired and maintains liability insurance for its directors and officers, as 


well as those of certain affiliated companies. 


Comparative amounts 
Prior period amounts have been reclassified to conform to current year presentation. 
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Financial Calendar 2006 — 2007* 


ee 


Following are the anticipated dates on which the Company will announce 
its results of operations: 


First quarter report to September 30 November 3, 2006 
Second quarter report to December 31 February 12, 20( 17 
Third quarter report to March 31 May 9, 2007 
Year-end results to June 30 August 20, 2007 


* Subject to change 


Trading Symbol: RCL on The Toronto Stock Exchange 


The following trade names are owned or licensed by Ridley Inc. and its subsidiaries: 
Ridley, Feed-Rite, Hubbard Feeds, Ridley Feed Ingredients, Ridley Specialty Products, 
Ridley Block Operations, Daco Western Canada, Farmix, CRYSTALY X®, McCauley’s®, 
Post Time®, Sweetlix®. 
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